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MUTUAL SECURITY APPROPRIATIONS FOR 1952 


THURSDAY, OCTOBER 11, 1951 


Unirep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in room F-37, the 
Capitol, Hon. Kenneth McKellar (chairman of the committee) pre- 
siding. 

Present : Senators McKellar, Hayden, O’Mahoney, Maybank, Hill, 
McClellan, Robertson, Bridges, Ferguson, Cordon, Saltonstall, Young, 
Knowland, and Thye. 


MUTUAL SECURITY PROGRAM 
DeEPARTMENT OF STATE 


STATEMENTS OF HON. DEAN G. ACHESON, SECRETARY OF STATE; 
CARLISLE H. HUMELSINE, DEPUTY UNDER SECRETARY ; CHARLES 
A. COOLIDGE, DEPUTY DIRECTOR, OFFICE OF INTERNATIONAL 
SECURITY AFFAIRS; AND J. E. MURPHY, COMPTROLLER, INTER- 
NATIONAL SECURITY AFFAIRS 


DEPARTMENT OF DEFENSE 


STATEMENTS OF HON. ROBERT A. LOVETT, SECRETARY OF DE: 
FENSE; MAJ. GEN. GEORGE OLMSTED, UNITED STATES ARMY, 
DIRECTOR, OFFICE OF MILITARY ASSISTANCE, OFFICE OF THE 
SECRETARY OF DEFENSE; BRIG. GEN. ROBERT F. MOORE, UNITED 
STATES ARMY, SPECIAL ASSISTANT TO THE COMPTROLLER, 
BUDGET DIVISION, OFFICE OF SECRETARY OF DEFENSE; AND 
ROBERT E. 0’HARA, BUDGET OFFICER, FOREIGN PROGRAMS, 
BUDGET DIVISION, OFFICE OF SECRETARY OF DEFENSE 


Economic Cooperation ADMINISTRATION 


STATEMENTS OF RICHARD M. BISSELL, JR., ACTING ADMINISTRA- 
TOR; C. TYLER WOOD, DEPUTY SPECIAL REPRESENTATIVE IN 
EUROPE; AND EDWIN C. GARWOOD, DIRECTOR, BUDGET DIVISION 


JUSTIFICATION 


Chairman McKetiar. The committee will come to order. 

Without objection, at this point in the record I will insert pages 
1 and 2 of the justification. 

(The pages of the justification referred to are as follows :) 
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Military and economic assistance (all titles), comparative summary of obligations by 
functions and activities 


Function and activity Actual, 1950 Actual, 1952 | Estimate, 1952 


MILITARY ASSISTANCE 


Matériel... -_--_. $1, 036, 326, 585 |$4, 386, 626,326 | $6, 664, 617, 416 
Training 5. 130, 662 47, 549, O56 9. 700, 409 
Administration 6, 413, 189 29, 344, 569 53, 000, 000 
Total direct obligations (military . 1, 047, 870, 386 | 4, 463, 520, 831 6, 757, 317, 825 
Add reimbursable obligations (military) -- 136, 135 852, 162 960. 000 
Total obligations (military) 1, O48, 006, 521 4, 464, 372, 993 6, 758, 277, 825 

Add request for cash to liquidate prior year’s contract Ne 
authority 44, 476, 271 
Deduct carry-over from 1951...-- 3 759, 667, 825 
Deduct reimbursable obligations O60. 000 


Appropriation request (military) 6, 042, 126, 271 


ECONOMIC ASSISTANCE 








Country aid 982, 862, 992 | 2. 094, 784, 388 938. 291. 000 
EPU capit il fund 350, 000, 000 
Special technical and economic aid 14, 332 ) 163, 273, 383 255, 486, 000 
Technical assistance 12, 999, 729 13, 407, 711 2), 000. 000 
Bilateral technical cooperation 7,417, 618 ] g, 233 51, 256, 000 
Multilateral technical cooperation 13, 007, 500 13. 000. 000 
Ocean freight voluntary relief packages 5 8, 023, GOS § 690, 256 2, 800, 000 
Palestine refugee program 6, 000, 000 25, 450, 000 50, 000. 000 
Relief of refugees coming into Israel 50, 000, 000 
United Nations Korean Reconstruction Agency 78, 594, 174 38, 989, 365 95, 200, 8&8 
Exchange of student program 2 073, 587 3 449, 301 4. 377,112 
Basic materials development 17, 280, 500 7, 064, 108 8. 325. 000 
Confidential funds 6, 118 10, 521 50, 000 
Administration. 18. 197. 505 29 S60. 768 23, 675, 000 
Total direct obligations (economic 4, 147, 788, 200 | 2, 749, 776, 534 1, 542, 461, 000 
Deduct carry-over from 1951 57.059. 481 
Appropriation request (economic 1, 485, 401, 519 
Total direct obligations (military and economic 5, 195, 658, 586 | 7, 213, 207, 365 8, 209, 778, 825 
Add reimbursable obligations (military 136, 135 852. 162 960. 000 
Total obligations (military and economi 5. 195, 794. 721 | 7, 214, 149, 527 8. 300. 738, 825 
Add request for cash to liquidate prior years’ contract 
authority 44,476, 271 
Deduct carry-over from 1951 ; 7 206 
Deduct reimbursable obligations . =e 960, 000 
Appropriation request (military and economic) ; 7, 527, 527, 790 


Norte.—Obligations have been adjusted by function and title to conform with the appropriation structure 
proposed for 1952 


PREPARED STATEMENT 


Chairman McKetnar. Mr. Secretary, will you proceed ? 

You have a prepared statement here. You may do just as you like, 
Mr. Secretary, as to whether you wish to read it or talk about it. 

Secretary Acneson. Mr. Chairman, if it is agreeable with you, I 
will file the statement with the reporter, and just pick out some of 
the high lights. 

Chairman McKettar. That will be entirely satisfactory. 

(Secretary Acheson’s prepared statement is as follows:) 


STATEMENT BY SECRETARY ACHESON BEFORE SENATE APPROPRIATIONS COMMITTEE 
ON BEHALF OF THE MutvaL Securtry Program, Octrorer 11, 1951 


I welcome this opportunity to appear before you in support of the appropria- 
tions for the Mutual Security Program. This program is an essential part of 
the total national effort to build our national security. 

The practical steps to help build strength abroad under this program are 
essential to our own safety and well-being, as well as to the security of our 
allies abroad. 
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I know that you have already gone into this measure in careful detail, and so 
I shall not take your time to review the background of the Mutual Security Pro- 
gram, or its important relation to the rest of our foreign policy. 

There are one or two general observations I would like to make, and a few 
comments about specific aspects of the program as it now stands, after which 
I would be glad to put myself at your disposal, to discuss any parts of the 
program which might be helpful to you in your deliberations 

At the outset, I would like to emphasize the conviction I feel that the issue 
in this appropriation bill is not whether to spend a little more or a little less 
on foreign aid in this fiscal year—it is whether we can afford to pare down on 
our national security. 

In the light of the dangers to our national security with which we are con- 
fronted, this program is well within the limits of a minimum required effort. 

It represents activities which, in the judgment of the executive branch and 
the committees of the Congress that have studied the program, can and should 
be undertaken or continued without further loss of time. 

The period in which the imbalance of power is being redressed is necessarily 
a period of heightened danger for us. 

The degree of danger in the period immediately before us will be directly 
affected by the extent to which we put forth the necessary degree of effort as 
quickly as possible. 

Before turning to a discussion of some of the specific items in this request, 
there is one other general point which I should like to emphasize. In seeking 
to redress the imbalance of power, we need always to keep in mind that the 
power position is the product of many interrelated factors. Force is only one 
of its factors. Will and confidence are as much a part of the power equation 
as guns. The power position of this Nation and of its allies is a matter not 
simply of striking power, but also of staying power. 

The struggle we are engaged in is being fought with all kinds of weapons— 
political, economic, psychological, and military. 

To build adequate strength requires due attention to every stone in the 
foundation. To seek to cut the cost of this program by throwing it out of 
balance, as between the different factors of power involved, may represent self- 
defeating economy. 

I would like to make a few observations about particular items in the 
request. 

The amount of the requests for the military end-item program for the North 
Atlantic area is controlled by the limits set in the conference bill—namely 
$5.028 billions—a reduction of $265 million from the authorization originally 
requested. It would be serious to reduce the amount still further. 

The item which is now critical in relation to Western Europe is the com- 
panion item of economic aid. The amount requested was $1.675 billion (includ- 
ing economic aid to Greece and Turkey). The conference bill authorizes $1.022 
billion. 

This cut really hurts. It is not merely that it hurts the position of our allies 
or the position of this Government. The crux is that it hurts the security posi- 
tion of this country and the national interest of the American people. 

Even with the amount originally requested the Mutual Security Program 
would not accomplish fully what should be accomplished in fiscal year 1952. The 
expected disparity was due to production limitations and the circumstance that 
our North Atlantic allies have not as yet agreed to supply the full amount of 
the forces which the defense plans call for. Under that circumstance more 
would have to be done next year and the year after if the forces deemed neces- 
sary to deter attack were to be realized. The cut already made adds drastically 
to the expected disparity between what we shall have and what we shall need. 

The time schedule can be met only if the Europeans carry a greater rearma- 
ment burden than they have yet undertaken. They are not willing to do that— 
they are not politically able to do that—if it means undermining the basic eco- 
nomic structure which we and they have worked so hard to re-create through the 
Marshall plan. An increased military effort on their part would be economically 
impossible without reductions in living standards more drastic than those coun- 
tries could bear without renewing the economic frustration which the Marshall 
plan cured. 

Unless we provide the necessary economic assistance in the form of the ma- 
terials and tools which they do not have, they will not be able to increase or 
even maintain, their defensive effort and the disparity will become so great as 
to threaten the whole NATO effort. 
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It is becoming clearer that the original figure of $1.675 billion was itself too 
low. The reduction in authorization by the conference bill creates a problem 
which must soon be solved, for it involves a set-back in time, position, and assets 
in a struggle too close to permit margins for error and delay. 

We propose to make every effort to offset the effect of the cut. It is too soon 
to tell how effective we will be. Meanwhile it is of the essence that the appro- 
priations fill to the limit the figure authorized so that further harm to our na- 
tional interests will be spared. 

For the Near East and Africa the conference bill provides $396.25 million in 
military aid—a cut from the $415 million requested. This item is a vital one. 
It bears on the security of the Mediterranean flank, to the security to the West 
of the oil resources of the Middle East, and to the protection of the vital land 
bridge to Africa. It is important that we not lose ground in this vital area, and 
I urge you therefore to appropriate to the limit of the authorization. 

For the same area the original request sought an authorization of $125 million 
for economic aid. This item included $50 million for resettlement of Palestine 
refugees in the Arab States. The conference bill increased the entire item to 
$160 million by including a new provision authorizing up to a $50 million expendi- 
ture for refugees in Israel. That means a reduction of $15 million for the pur- 
poses originally specified in the request. The item as a whole is essential to the 
alleviating of an acute problem of homeless people whose plight is due to no 
fault of their own but to political circumstances beyond their control. It is essen- 
tial also to the alleviating of chronic conditions of disease, poverty, and unrest 
in an area where the will and dispsition of the populations bear vitally on our 
own strategie interests. 

The next area of concern is the Far East. Our original request was for $555 
million for military assistance. The conference bill authorizes $535.25 million 

a reduction of some $20 million. 

For economic and technical assistance in the same area, the original request 
was for an authorization of $262.5 million, plus $112.5 million for the United 
Nations Korean Reconstruction Agency, making a total of $875 million. In the 
conference bill this figure was reduced to $237.5 million, with $45 million for 
the United Nations Reconstruction Agency, making a total of $282.5 million for 
economic and technical assistance in this area. 

In this area the contest is at high pitch and the stakes are likewise high. It 
is the home of 30 percent of the world’s population and the source of 95 percent 
of its rubber and of major portions of a large number of strategic items. While 
surging ahead in numbers, this urea lags in economie development and the people 
are therefore particularly vulnerable to communism. 

In this area the issue is being fought out in connection with the most flagrant 
instance of Kremlin-inspired aggression. 

In this area the Philippine Republic fights off internal attack from an armed 
subversive movement supported from the Kremlin. 

In this area lies Formosa, of great significance to us as a piece of Chinese 
territory still holding out against domination from Moscow. 

Here also the issue is being fought out in open warfare between the forces 
of subversion and the forces of resistance in Indochina. 

In general the programs for this area are not standardized. They are cut to 
different patterns because the conditions treated are different. Their one 
common element is that all the situations bear on our security interest. 

A special problem lies in relation to assistance to Korea. Authorization for 
the sum of $112.5 million for reconstruction in the sequel to hostilities there 
Was sought. The conference bill cuts this to $45 million, with right to divert 
one-half of it to general economie aid in this area. 

Once hostilities have ceased, the reduced figure will be drastically inadequate, 
The obligation will still remain with us to carry a major share of the job 
of putting the Korean people back on their feet when the fighting has been 
brought to a close. 

In the meantime it is in our national interest to demonstrate the firmness of 
our intention to stand by the Koreans. Any doubt of that intention could only 
lead to dismay of our South Korean allies and to a political set-back counter to 
our own position. 

The action of the two Houses has deferred but it has not solved the neces- 
sity of acting on this vital matter. 

The last area to be considered is Latin America. The figures are modest— 
$38.15 million for military assistance and $21.25 million for technical assistance— 
reductions from $40 and $22 million, respectively. 
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The military item is to help our neighbors to contribute to the security of this 
hemisphere by enabling them to take over the protection of certain strategic 
facilities vital to our security in event of war. 

The economic aid is in the form of technical-cooperation projects of proven 
value—largely the work carried on with generally recognized success by the 
Institute of Inter-American Affairs. Any reduction in this program would de- 
feat our objectives without producing commensurate savings. 

In closing, let me say that I understand, and I share, the concern of the 
Congress that no undue burdens be added to the load the American taxpayer 
is already having to carry. jut the main question, I repeat, is not how far 
we can stint but how much security we can do without. 


OBJECTIVES OF MUTUAL AID APPROPRIATIONS 


Secretary Acnrson. What I would like to mention here in a brief 
opening statement, Mr. Chairman, is not the whole policy of this bill, 
because the House and Senate have been through that very rec ently 
in connection with the Authorization Act, and they are thoroughly 
familiar with it and I would only waste your time going over it again. 

I would like to stress, as was stressed at the time of those hearings 
and the debate in the House and Senate on the authorization bill, that 
I think in the opinions of the committees which passed on that bill 
and in the mind of the executive department, the mutual security 
bill and this appropriation are really parts of our national security 
preparation, and are not really in the field of foreign aid. Their pri- 
mary incidence is on the security and the defense of the United 
States. 

The program which this would finance is one, of course, of helping 
our allies—and principally our North Atlantic allies—to build the 
defense which, with our own great efforts in this country, is trying 
to repair the imbalance of power which exists in the military field 
between the Soviet Union and the free world. 

There are four main sections of this bill, and I think T had better 
get vight down to business and talk about the money involved in 
those four sections. 


EUROPEAN AID 


The first one has to do with Europe. There the amount authorized 
is $5 billion for military end items, and about $1 billion for economic 
assistance. That represents a cut from what was requested of $265 
million on military items, and about $650 million on economic aid. 
We hope that that will be the maximum cut which the Congress will 
regard as possible. 

The economic cut here is one which really gives us a great deal of 
trouble. However, that has been done, and there is no use and no 
purpose of reviewing what the Congress has done about the authori- 
zation. The economic assistance here is a really indispensable part 
of the military effort being made in Europe. It is nec essary to give 
Europe considerable economic assistance so that they can divert “the 
amount of production which is necessary to support the additional 
military effort. We will struggle hard and earnestly to get by with 
the amount of money which Congress has authorized and which we 
hope the Congress will appropriate. 

It will produce problems, and it will to some extent slow down the 
effort in this fiscal year, but we will do out best to obviate that. I 
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think that we would be in most serious trouble if the Congress gave us 
less money for the economic assistance than has been authorized. 

That we can go into in more detail, particularly with Mr. Bissell, 
who is here, if the committee wishes it. That is the really pressing part 
of the matters before this committee. 

Senator Corpon. Do you prefer to make your complete statement, 
Mr. Secretary, before any interruptions ? 

Secretary Acueson. Senator, I should be be delighted to proceed in 
any way which is most convenient to the committee. If the com- 
mittee would like to ask me questions at any time, I should be most 
happy to respond. 


ECONOMIC AID COORDINATED WITHL MILITARY PROGRAM 


Senator Corpon. You state that the economic assistance is indispen- 
sable to the rearmament program. Would not that economic as- 
sistance have been necessary without a rearmament program? Was it 
not a part of the original Marshall plan? 

Secretary AcneEson. Yes, sir, it was part of the original Marshall 
plan. I think the original Marshall plan—and Mr. Bissell can tes- 
tify on this much better than I can—was being achieved much quicker 
than had been expected, and at less cost. The addition to the recovery 
effort of the military effort has created real and extremely difficult 
problems for the Europeans. 

Senator Corvon. In other words, when we superimpose a rearma- 
ment program o- a reasonably successful rehabilitation of Europe, 
we are putting a burden upon them that they cannot bear? 

Secretary AcurEson. We are all assuming a burden. 

Senator Corpon. I understand that. Lam speaking about a bur- 
den too great for them to bear. 

Secretary Acueson. I think it is too great for them to bear with 
out assistance. 

Senator Corpon. And that is assistance in their bearing their part? 

Secretary AcnEson. Yes. 

[ should like to get help from Mr. Bissell on this, but the need 
for economic assistance comes in many ways. One very important 
reason for the assistance is that as you go into a great military effort, 
both in this country and in Europe, you put pressure on the prices, 
the international prices of raw materials. That creates new prob- 
lems for the EF uropeans, As the prices of what the y have to buy for 
their own production go up and the prices of what they export and sell 
do not go up equally, they have, through their efforts, not merely to 
make out of expensive materials military items, but they have to pro- 
duce more stuff to export in order to pay for what they were pre- 
viously doing. 


WORLD PRICES OF CRITICAL RAW MATERIALS 


Senator Ferguson. But, Mr. Secretary, do not some of them control 
these raw materials, and therefore they are benefiting directly by this 
inflation in the cost of raw materials? 

Secretary AcHEsoNn. I would like Mr. Bissell to answer that. 

Senator Frreuson. Is not tin an example where they raised the 
price outrageously / 


x 
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Mr. Bissetx. Mr. Chairman, may I speak on this question ? 

Chairman McKetuar. Yes, with the consent of the Secretary, of 
course. 

Secretary Acnrson. Yes. This is really Mr, Bissell’s competence. 

Mr. Bissett, Senator Ferguson, as I am sure you are aware, it is 
true that the sterling area, of which the United Kingdom is the center 
and the largest member, is a major producer and “exporter of these 
raw materials. There is no doubt that up through the first half of this 
calendar year in particular, the British financial position benefited 
greatly from these high raw material prices. 

Senator Corvon. Why did it stop then ¢ 

Mr. Bisset... The main reason being, Senator Cordon, that since 
then, these prices have dropped back very sharply. 

Senator Corvon. If they drop back, then the necessity for economic 
assistance to offset it can drop back with it, can it not? 

Mr. Bisevi. Senator, I meant to mention in this connection that as 
we now see the matter, there is proposed no economic assistance what- 
ever to the United Kingdom in this current fiscal year, in any event. 

Senator Corvon. The United Kingdom is not alone in that control, 
however. 

Mr. Bisset. It is not alone in the control of those materials, Sena- 
tor, but it is the United Kingdom’s financial position that benefits 
when they are able to sell a lot of raw materials at high prices to us. 
There is a very modest benefit in the case of Belgium and France. 

Senator Ferret ison. Has not any country which has anything ex- 
ported it? Take India, the jute; look at the price of jute. They ben- 
efited greatly. 

Mr. BisEc They have, indeed, sir. I was limiting my remark to 
the E {uropean countries. 

Senator Ferguson. Has not Pakistan increased? They are charg- 
ing export duties, is that not correct ? 

Mr. Bissett. That, 1 believe, is correct. 

Senator Frereuson. Is it not practically true that all the countries 
have put their prices up as far as exports are concerned, whether it 
is raw material or other material ? 

Mr. Bisseti. That is true, Senator. But raw material prices are 
the ones that have gone up very much further. 

Senator Feravson. That is right. 

Mr. Bisset. So, broadly speaking, I believe it is the raw material 
prodncing countries of the world that are benefiting in the manner 
that you describe. 

Senator Frerauson. Have not the nations taken advantage of this 
situation of where America is attempting to have the nations arm 
themselves to defend the free nations? Has that not been taken ad- 
vantage of, and other nations are attempting to materially benefit 
by virtue of this rearmament ? 

Mr. Bissett. Senator, when you say “taken advantage of”—— 

Senator Ferevuson. Increased their prices as they did on tin, as 
they did on jute, as they did on various things that we need in the 
rearmament program. 

Mr. Bissetx. The prices of things have certainly risen to their 
advantage. 
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WOOL SUPPLY 


Senator Fercuson. Take wool in Australia. 

Mr. Bisseii. If I may take one example of wool, where there was 
for a time one of the sharpest price increases. That price ‘is estab- 
lished in a free market in wool auctions. There is no doubt who bene- 
fited by the higher price. I question whether it is fair to imply that 
it was a governmental action, and in some deliberate manner a govern- 
ment took advantage of the situation. 

Senator Ferauson. On wool, did we attempt to place quotas or al- 
locations in Australia? 

Mr. Bisset. We did discuss that with the Australian and British 
and other governments, and they finally, as I remember it, agreed to 
an export set-aside if we wish to proceed with it. 

Senator Fercuson. Did we then wish to proceed? Did we not pay 
the high price and go along, because Britain and Australia objected ? 

Mr. Bissett. My impression is that by the time that agreement was 
reached, most of our purchases for that season had been made, which, 
as you know, was last year. 

As you also know, wool prices are way down, and the same problem 
does not exist. 

Senator Frereuson. But it did exist. 

Mr. Bisse.y. Yes. 

Senator Frercuson. And we paid literally millions of dollars. 

Chairman McKetiar. But it does not exist now ? 

Mr. Bisseiu. No; it does not, Mr. Chairman, because those prices 
are down again. 

Senator Fercuson. Why are they down? 

Mr. Bissett. I think mainly, Senator Ferguson, my guess would 
be that the immediate peak of demand that arose right after the out- 
break of war in Korea has leveled off here and elsewhere, and there- 
fore the market is very much easier. 

Senator Feracuson. Did it go down because Russia went out of the 
market ? 

Mr. Bisse... I do not believe that Russia was ever a large factor 
in the wool market. That is a guess. My information is not accurate. 

Senator Fercuson. You do not know that? 

Mr. Bisseti. That I do not know. 

Senator Frereuson. Did you try to find out? 

Mr. Bissetn. I did not, in the case of wool, Senator Ferguson, be- 
cause we were not directly concerned with that particular situation. 

Senator Frrcuson. Were not our economics concerned with this 
wool problem ¢ 

Mr. Bissett. Our economics very much were, sir. I think un- 
doubtedly that Mr. Wilson’s office was most concerned with this. 


PUBLIC HOUSING PROGRAMS IN EUROPE 


Senator Ropertson. Mr. Bissell, have France, Great Britain, and 
Italy asked us to finance the public-housing program for them ? 

Mr. Bissett. No, Senator. In the case of Italy, counterpart funds, 
that is, local currency which has accumulated as the counterpart of 
past ECA aid, has been used for housing on quite a sizable scale, 
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In the case of France, we have felt that it would be very wise if 
some low-cost housing projects could be undertaken. Until recently, 
very little was done in that direction. We now expect to finance a 
very small program. I say “We.” That is a misstatement. We ex- 
pect to agree to the financing of some low-cost housing out of counter- 
part funds. 

Senator Roserrson. I heard in recent weeks, representatives of 
Great Britain, France, and Italy have been here discussing the ‘papa 
housing program of a billion and a half dollars in excess of the re- 
habilitation aid carried in this bill. Do I understand that is not true? 

Mr. Bisseiu. To the best of my knowledge and belief, that is abso- 
lutely untrue. 

Senator Rorerrson. I would like to ask the Secretary of State: 
Hove the representatives of these three nations been here to discuss 
a billion and a half dollar public housing program over and above 
what is carried in this bill for economic rehabilitation ? 

Secretary Acneson. Representatives of Great Britain? 

Senator Rornertrson. Yes, and France and Italy. 

Secretary Acurson. Not with me. 

Senator Ronerrson. You do not know anything about it? 

Secretary Acueson. No, sir. 

Senator Roperrson. And you do not know any demand of those 
countries for a public housing program on the basis that what we have 
given for food and clothing is not enough, and to stay democratic 
they have to have better houses? 

Secretary Acurson. I know nothing of such a request. Of course, 
I know they have their own housing program. 

Senator Rorertson. You cannot build a house in Great Britain ex- 
cept under a Government program. 

Secretary Acnrson. They have not talked with me; and as far as 
I know, not with anybody else. 

Chairman McKetiar. You may proceed, Mr. Secretary. 


UTILIZATION OF COUNTERPART FUNDS 


Senator KnNow1nanp. Before we leave that, Mr. Chairman, I would 
like to ask Mr. Bissell this quest ion: 

On this housing program you just mentioned, out of counterpart 
funds, what is the total amount estimated to be used out of the coun- 
terpart funds? 

Chairman McKeiuiar. In counterpart funds or dollars? 

Senator Know.anp. Counterpart funds. 

Mr. Brisseix. I will have to obtain the exact figures for you, Senator 
Knowland. I will have to give it to you by countries. 

Senator KNowtanp. When were the clearances given for the use of 
counterpart funds for that purpose? 

Mr. Bissett. As you know, sir, the counterpart funds are the prop- 
erty of the government of the country in each case, but they must be 
used with our concurrence. In these cases, the Economic Cooperation 
Administration is required to give its concurrence. We have done so 
on quite a sizable scale, as I mentioned, in Italy, and a very small scale 
in France. 
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Senator KNowLanp. The reason I raise the question is because in 
the implementation legislation itself, there was quite a thorough dis- 
cussion of the subject in the other committee on which I also serve, 
that to the largest extent possible the counterpart funds would be 
made usable for the building up of the armament situation there so 
that those funds would be made available for the general rearmament 
of our allies who are also seeking American dollars. 

Mr. Bissett, Senator, 1 can make this as a rough guess: 1 would 
doubt if as much as 10 percent of the counterpart funds would go 
into any such use as ee in the current fiscal year. None what- 
ever in Britain, and none ever has been so used there. Very little 
in the case of France. The percentage would be larger in the case of 
Italy, but the counterpart tends would be mainly those that have 
accumulated from previous years. 

The present legislation requires us, sir, to devote 500 million of 
the counterpart funds to direct military purposes and we believe that 
is a proper policy, and would in fact expect considerably to exceed 
that amount. 

Senator Roperrson. Is it not true, though, Mr. Bissell, that all the 
countries of Europe are loaded down with social reform measures 
above their financial ability to carry ¢ 

Mr. BisseLL. Senator, I will at least agree with this, sir: The meas- 
ures they have taken greatly accentuate their budgetary problem and 
it makes it harder for them to finance other activities, for instance 
military activities, they wish to undertake. 

I would say, sir, however, I think the effect of these social reform 
measures on our relationship with them and on any-need or justifica- 
tion for help from us, is very slight, indeed. Most of these measures 
involve, in one form or another, some internal redistribution. They 
do not, therefore, give rise to larger imports of goods; they do not 
directly compete in most cases with their military effort. 

Chairman McKet.ar. Y ou gave these figures to the House, did you 
not ¢ 

Mr. Bissetn. Yes, sir. As we went over the countries, one by one. 
And I am glad to put them in the record here. 

Chairman McKe.uar. It is not necessary to put them in the record 
here. It would just be repetitious, unless somebody wants them, 

Senator Ferauson. Mr. Chairman, may I ask a question / 

Chairman McKe iar. Yes. 


ASSISTANCE TO HOTEL INDUSTRY IN EUROPE 


Senator Frrevson. Going back to the counterpart funds and hous- 
ing, are you not at the present time building large hotels in some of 
the countries in Europe out of counterpart funds ¢ 

Mr. Bissett. Again, counterpart funds are being used for that pur- 
pose. I know of the cases of both Turkey and Italy @ 

Senator Fereuson. Any others? In France? 

Mr. Bisseiy. Not that I know of, sir, but there could be. 

[ will also find out definitely, if you wish, 

Senator Frerevsox. Would you do that, and put it in the record? 

Mr. Bissetn. Yes. 
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(The information referred to is as follows :) 


Summary of assistance to hotel industry of Europe from counterpart funds and dollar 





funds 
Counterpart funds | Dollar funds 
| 
Country Totai counter- | 
part approved | Approved for | Conver- ees | Technical 
for withdrawal | hotels sion rate rogram | assistance 
(millions) | | 
| 
Austria schillings 6, 229.6 | 169, 131, 000 | 21. 36 PERO Saciniasnewee 
Belgium and Luxemburg a : sik na | saat 
Denmark. __. kroner 820.9 10, 000, 000 6. 907 7 ae ales 
| ae ‘ francs. _| 607.4 | 1,470, 600, 000 350 
Germany deutschemarks ._} 3, 226. 7 14, 687, 000 4.2 
Greece drachmas 3, 899.7 | 27, 400, 000,000 | 15, 000 487, 357 | $13, 700 
Iceland ___- : ae ane aia ; 
Treland __-__--- See a 7,603 |} 1 $2.80 59, 500 |_- ; 
Italy : lire __| 415.4 | 5, 600, 000, 000 625 |_- | 5, 600 
Netherlands. guiden 925.6 | 7, 000, 000 3.8 | 
Norway A : 2 fie = wae pawa : 
Portugal P . al aia 
Sweden inhalers gis eee } eee a aoe | Sen 
I en BS ok ae ee a = td ee tee 625 Ee 
Turkey it eee lire 90.5 4, 500, 000 2.8 SL OO biké ccmumeae 
ee NOM. ccs ccnaccen<= es 370 | $2. 80 |.- | 2, 2 
ie a - ‘ py disnctd lacs | aah ce cis a eeabaeaine 2 5, 232 


1In United States dollars per unit of local currency. 
2? OEEC projects; several countries involved. 


ECA Arp Tro Hore, INDUSTRY IN EUROPE 


Austria 

Tourism has been considered one of Austria’s foremost foreign exchange 
earning industries. With the exception of $22,000 direct aid allocation in 1950 
for urgently needed equipment, counterpart credit has been the only form of aid 
extended to the hotel industry. 

112,814,000 schillings have been released for hotel repair, modernization, and 
expansion, and 56,317,000 schillings for new hotel construction to supplement 
the funds of private industry; 678 hotels, guest houses and inns have received 
LRP credits with highest priority for hotels located in heavy international 
tourist traffic, such as Salzburg and Arlberg, the winter sport region. 

Foreign exchange earnings of hotels in all currencies (total in thousands 
of dollars equivalents) for 1949 were 3,174, for 1950, 14,953, and 1951 estimate 
is approximately 22,000, 

The 16,151,000 schillings of counterpart funds approved for loans to the 
hotel industry compares with a total of 6,284,600,000 schillings approved for 
withdrawal for various purposes. 

The principal hotels involved were: 

1. Turhotel Montafon at Schruns, Montafon Valley, Vorarlberg, near the 
Swiss border; (2.9 million schillings of counterpart covered a portion of the 
total local currency cost of 5.4 million schillings). 

2. Astoria Sporthotel at Siefeld in the Tyrol; (900,000 schillings counterpart 
of total local currency cost of 2 million schillings). 

3. Hotel Europe at Innsbruck in the Tyrol; (5 million schillings counterpart 
of total local currency cost of 10 million schillings). 

4. Hotel Tyrol at Innsbruck in the Tyrol; (12 million schillings of counter- 
part of total local currency cost of 22 million schillings). 

5. Hotel Schoeckel at Graz, Styria; (4 million schillings of counterpart of 
6 million schillings total local currency cost). 

6. Parkhotel at Linz, Upper Austria; (3 million schillings of counterpart 
of 5.5 million schillings total local currency cost). 

7. Forty-three additional new constructions at an average cost of 1.5 million 
schillings; 28,517,000 schillings of counterpart plus 23,842,000 schillings of self 
financing. 





* 
a 
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Belgium and Luremburg 

No dollar program funds, counterpart, or ECA technical assistance have been 
made available to the hotel industry. However, four Belgians and two Luxem- 
burgers participated in an OEEC-sponsored technical assistance survey to study 
hotel management in the United States. Data as to the small amount involved 
were not available at the Mission in Brussels. 


Denmark 

Ten million kroner have been allocated from counterpart funds to cover part 
of the total expenditure of 40 million kroner for construction of four new hotels 
located at Svendborg, Esbjerg, Aarhus, Snekkersten, plus approximately 50 
projects throughout the country covering additions and modernization to older 
buildings. The 10 million kroner is part of 821 million kroner counterpart funds 
released to date in Denmark for various purposes. 


France 

No dollar program funds and no TA assistance have been made available to the 
hotel industry, except in an OEKC project in which three Frenchmen participated 
in a survey of the United States hotel industry. The amount utilized by the 
French participants amounted to $2,282. 

Counterpart funds, however, have been used for reconstruction, improvements, 
extensions of existing sites and for furnishings where these have been destroyed 
by war and their prompt rehabilitation would promote increased tourist earn- 
ings. 

A total of 1,470.6 million French francs from counterpart have been distributed 
to the hotel industry, of which 530,180,000 francs were in the form of loans and 
the rest as grants. : 

To date as part of the war reconstruction program, 237 hotels in various see- 
tions of France have been the recipients of aid through counterpart funds. 

Less than 1.5 billion francs of counterpart have been distributed for the hotel 
industry in comparison with a total 657.4 billion frances for all purposes. 


Germany 

No program or TA dollars have been used for the hotel industry in Germany. 
However, 53 hotels in different sections of the country have been assisted by 
counterpart funds in construction, reconstruction, or reequipment The total 
local currency costs of these projects amounted to 41,618,000 deutschemarks, of 
which 14,687,000 deutschemarks were paid from counterpart through the mecha- 
nism of Government loans, 

The 14.7 million deutschemarks of counterpart for the hotel industry may be 
compared With total releases of 3.377 million deutschemarks for various pro- 
ductive enterprises in the Federal Republic. 

(irecce 

Assistance to the hotel industry of Greece has taken the form of dollar and 
counterpart aid plus a technical assistance project in the amount of $13,700 
to send hotel men to the United States for the purpose of learning hotel 
management. 

Both ECA dollar and counterpart assistance to the hotel industry have been 
distributed by the Greek Government to various projects. The loan projects 
consist of five hotels in Athens, and one each in Salonika, Corfu, Rhodes, Kala- 
mata, and Crete. The grant projects consist of six government-owned hotels 
in Rhodes, and one each in Delphi, Nauplion, and Mykonos. 

Total dollar assistance, which amounted to $487,357, was divided between 
private and government-owned enterprises as follows: $358,647 and $28,710, 
respectively. 

Counterpart assistance to hotels has amounted to a total of approximately 27.4 
billion drachmas (equivalent of $1,825,709) divided between loan projects (15.9 
billion drachmas) and grant projects (11.5 billion drachmas). The grants have 
been primarily to Greek Government enterprises. This compares with a total 
of 4,111.7 billion drachmas of counterpart approved for withdrawal for various 
productive purposes. 

Treland 

The only ECA assistance to the hotel industry has been through two TA projects 
involving total local currency cost of £5,388 and £2,265 which was covered by 
counterpart funds, plus dollar assistance for the same projects of $30,500 and 
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$29,000 respectively. One project involved a survey in the United States of 
small hotels by a team of Irish hoteliers; the other was a survey of Irish hotels 
by a group of American experts for the purpose of improving facilities in order to 
attract increased tourist traffic to Ireland. 


Italy 

The Italian Parliament has enacted legislation approving the utilization of 
8 billion lire for loans and grants to repair existing hotels, and to build new 
accommodations. OSR and ECA/Washington have given general project ap- 
proval, leaving to the Mission the screening of individual hotel projects. In 
addition to the above mentioned § billion lire, ECA has approved in principle a 
further allocation of 3 billion lire for 1950-51 subject to anticipated further 
parliamentary action, thus bringing the planned hotel program of Italy to a 
total of 11 billion lire. 

To date under the 8 billion lire program, the ECA Mission has approved pay- 
ment from counterpart of 5.6 billion lire covering 448 hotel projects, of which 
276 received grants only, 68 received loans only, 104 received both loans and 
grants, and in the case of S hotels two separate projects were approved. All 
loans have been approved on the basis of 85 percent of the actual expenditure. 
Grants were approved only in favor of hotels damaged by acts of war, and in 
all cases not in excess of (a) 10 percent of the total expenditure not covered by 
a loan if the hotel had applied for loan and grant and (b) 15 percent of the entire 
expenditure if no loan had been applied for. 

Of the 5.6 billion lire of projects approved, 5.5 billion have actually been 
released from counterpart funds.’ The 5.6 billion lire have been allocated for 


the following purposes: 
Million lire 


(a) Reconstruction of hotels totally destroyed by war si Sees 1,114.8 
(>) Rehabilitation of war damage, enlargements, and improvements 3, 030. 3 
(c) New construction_______- ee eee 

Total_- al ‘ _-- 5, 602.6 


The breakdown by region of number of hotels aided, and counterpart in millions 
of lire for projects approved for payment is as follows: 


Number of! Counter- Number of | Counter- 

hotels aided part hotels aided part 
Abruzzi, Molise _e 7 158 Puglia - , 10 179 
Calabria . ; 67 || Sardinia om 7 | 157 
Campania 54 1, 154 Sicily 31 | 704 
Emilia, Romagna 41 430 || Tuscany 67 | 584 
La’id ; 51 705 rrentino, Alto Adige 26 | 74 
Liguria 49 486) Umbria “- 5 | 47 
Lombardy 19 18! Veneto li ae 44 | 448 
Marche { 7 ~ 
Piedmont, Val D’ Aosta 17 217 Total — 435 | 5, 600 

| 


No dollar program funds have been allocated to the hotel industry and no 
dollar TA funds to individual projects. There was, however, one over-all 
hotel survey at a cost of $5,600 and one OEEC project in which European hotel 
experts, including Italians, visited the United States. No data were available 
at the mission re the dollar cost of the OEEC TA project. 

For purposes of comparison with the 5.6 billlon lire of counterpart funds 
approved for hotels, a total of 357.8 billion lire of ECA counterpart, plus 88.5 
billion of counterpart which accrued under Public Laws 84 and 389, has been 
approved for withdrawal for various uses in Italy. 


Iceland 


No ECA funds or counterpart have been expended for the hotel industry of 
Iceland. 


1In addition to the 5.3 billion lire of ECA eounterpart, 1.8 billion have been released for 
hotels from counterpart previously accumulated under Public Laws 84 and 389. The 1.8 
billion lire includes only unencumbered portions of deposits for which ECA is responsible 
for approving utilization. 
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Netherlands 


No dollar program or TA funds have been used for the hotel industry; 7 
million.guilders from counterpart funds of a total local currency cost of 14 mil 
lion guilders have been approved for construction, expansion, and reconstruction 
of hotels at Scheveningen, Amsterdam, Rotterdam, Volendam, and Wassenaar, 
The 7 million guilders of counterpart represent a contribution of the Netherlands 
Government; the rest of the expenditures will be covered by private financing. 

The 7 million guilders released for the hotel industry is less than 1 pere-nt 
of the total of 925.6 million guilders of counterpart funds which have been re- 
leased for various productive purposes in the Netherlands, 


Norway 


No dollar program funds or counterpart have been used for hotel projects and 
none contemplated. The total amount of TA funds used for hotels, $3,000, was 
to meet dollar costs of four participants in a 6-weeks OEEC survey of the hotel 
industry in the United States. 

Postwar investinent in the hotel industry has been extremely small. The 
national budget shows the following gross investment in hotels and restaurants: 
149, 32 millions of kroner; 1950, 25 millions of kroner; 1951, 16 millions of 
kroner. 


Portugal 
No program or TA dollars or counterpart have been used or planned by the 
Government for the hotel industry. 


Siweden 


No ECA funds have been used for the hotel industry and none planned for 
future use. There has been and is no counterpart in Sweden. 


United Kingdom 

No dollar program or counterpart funds have been expended in the UK for the 
hotel industry. One TA project for a visit to the United States to study hotel 
and catering methods cost $2,200 which was matched with counterpart deposit; 
half of the total local currency cost of £370 was paid from 95 percent counter- 
part fund. 
Trieste 

No dollar program, TA funds, or original 95 percent counterpart have been 
used for the hotel industry in Trieste. As all Trieste original 95 percent counter- 
part projects have taken the form of repayable loans, repayments have been made 
to the Allied Military Government and segregated in a separate bank account. 
From the repayment account the Allied Military Government has made a repay- 
able loan in the amount of 200 million lire for the construction of a hotel in 
Trieste, 
Turkey 

The release of counterpart has been requested and approved in the amount of 
£T 41% million for a 300-room hotel to be owned by the Turkish Government 
and operated by Hilton Hotels International, Inc. The purpose of this release 
is to utilize £T4 million to guarantee interest earnings of the state pensions 
fund on its investment in the hotel and £7T500,000 to pay urgently required en- 
gineering services. The total local currency cost of the hotel is £T15.5 million. 
Only with such a guarantee of interest could the necessary capital be furnished 
by the state pensions fund; $210,000 of program funds have also been expended 
on this project. 

Total withdrawals of counterpart funds for various productive purposes in 
Turkey amount to £1T90.5 million. 


LOANS TO PRIVATE BUSINESS OUT OF COUNTERPART FUNDS 


Senator Frrcuson. Are these hotels that are going to be built, going 
to be government hotels? 

Mr. Bissetx. No, sir. In both cases that I know of, they are private 
hotels. I believe in both cases, as a matter of fact, the companies that 
will own them are connected, at least, with American concerns. 


90498—51———2 
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Senator Frrcuson. How are they financed by these counterpart 
funds? The Government of Italy owns the counterpart funds. 

Mr. Bissett. They make loans in many cases out of counterpart 
funds, as they do out of their other revenues, to private companies, both 
local companies and others. 

Senator Fercuson. If housing was built, would it be along the same 
bine, or would it be governmental housing? 

Mr. Bissexz. In most of these countries, sir, where public funds 
are going into housing, it is governmental low-cost housing. 

Senator Fercuson. But there is a distinction, then, between hotels 
and housing? 

Mr. Bissevu. A very sharp distinction, because in the case of a hotel 
or any money-making enterprise, wherein counterpart funds are used, 
they are advanced as loans by the local government. Of course, as 
you know, where any items we have financed are used, they are paid 
for by the local enterprise. 


CONSTRUCTION OF HOTELS 


May I say, Senator, I am sure you and the committee are aware, the 
reason we have consented to this use of counterpart funds for hotels 
is that we think that building up Europe’s tourist business is one of 
the ways to help Europe become self-supporting. Indeed, that is one 
of the fields in which we have made the greatest progress in the last 
3 years. 

Senator Fercuson. Where are these hotels to be built for tourists 
in Italy? 

Mr. Bissetx. One is in Rome, that I know of in Italy. In Turkey, 
it is in Istanbul. 

Senator Corpon. Building those hotels would be another method of 
skimming off any surplus American dollars that might float that way 

Mr. Bissety. That is correct, sir. 

Senator Corvon. They get them one way or another. 

Chairman McKeizar. All right, Mr. Secretary, you can go ahead. 


NEAR EAST AND AFRICA 


Secretary Acheson. The second title in the bill, Mr. Chairman, has 
to do with the Near East and Africa. There the bill, which was ap- 
proved yesterday by the President, provides for $396 million in mili- 
tary aid, which was a cut from $415 million requested. It provides 
$160 million for economic aid. 

The economic aid matter is a little bit complicated. The amount 
requested was $125 million. The bill raised that to $160 million. It 
included what had not been requested, which was an additional $50 
million which the Congress directed should be spent for refugees in 
Israel. 

The result of this change was to reduce by $15 million the funds 
available for the purposes requested by the executive branch. There- 
fore, what we really have is a reduction of approximately $20 million 
in the Near East and Africa for military aid, a reduction of $15 
million in economic aid, and the addition of $50 million to care for 
refugees in Israel. 
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TSRAEL REFUGEE PROGRAM 


Senator Fercuson. You did not recommend that, Mr. Secretary ? 

Secretary AcuEson. We did not recommend that $50 million. 

Senator Frerauson. Do you know how that would be used, if it was 
put into this bill? 

Secretary Acnerson. I do not personally know how it would be 
used. 

Senator Frereuvson. In fact, it is not being asked for? 

Secretary AcnEson. It was not asked for. We are not opposing this, 
if this is what the Congress wishes to do. 

Senator Fercuson. But you do not have a program?’ Do you know 
whether or not the Congress has in this bill, or in the report, given 
you a program as to how you might use this $50 million 4 

Secretary Acueson. I cannot answer that, Senator Ferguson. I 
have been informed that they have not. We will have to devise a pro- 
gram. 

Senator Maypank. Was that not an amendment put on the bill 
in the Senate ? 

Senator Frereavson. On the authorization bill? 

Senator Maypank. Yes. 

Secretary Acurson. It was put on the bill in the House, and ap- 
proved by the Senate. 

Senator Fereuson. Have you heard that they want as high as 
$14,000 a family to relocate these people? 

Secretary AcuEson. No, sir, I do not know about that. 

Senator Frreauson. Do you have a definite program as to the other 
refugees in this area? 

Secretary AcuEson. Yes, sir. The program for the refugees from 
Israel, who are now in camps in the Arab countries, that program 
has been devised apd carried out for the past several years by the 
United Nations, and the amount which is asked for and provided for 
in this bill is a contribution to the United Nations program. 

Senator Frercuson. That is not a separate program at all ¢ 

Secretary Acueson. No, sir. ; 

Senator Frreuson. That is under the United Nations? 

Secretary Acieson. That is right. It has been an attempt to keep 
these people alive in camps. 

Then a step was taken to provide work for them rather than 
straight relief. And now there is a program to try and relocate 
some of these people as fast as it can be done. 

Senator Frrauson. But the program for Palestine itself has not 
indicated that it would go under the United Nations? 

Secretary AcuEson. No, sir. 

Senator Frereuson. That would be an American program ? 

Secretary Acueson. I presume it would be one worked out in con- 
junction between the American and Israeli Governments. 


MIDDLE EASTERN AREA 


I do not think I need to stress the importance of the middle eastern 
area to the committee, because you are painfully aware of how im- 
portant that is and how important it has become in the last few 
weeks. This area represents all that part of the Eastern Mediter- 
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ranean and the connecting links between the west and the Far East. 
It is an area of vital importance from that point of view, and from 
the point of view of its resources, and from the point of view of its 
transportation connections between the west and the east. 

As you know, there are serious difficulties in Iran, which we hope 
can be worked out, but which are extremely difficult, indeed. We 
are now making an extreme effort to try and solve the difficulties 
between Egypt and Great Britain through the means of suggesting 
a multilateral defense arrangement into which Egypt can enter as an 
equal, so that we will not have the problem of this treaty which 
causes such great friction in Egypt. 

Senator KnowLaNnp. Mr. Chairman, might I ask a question at this 
point ¢ 

Chairman McKetiar. Yes, indeed. 

Senator Know.anp. Inasmuch as both from the point of view of 
Great Britain and her dollar situation, and the concern of the adverse 
effect of the Iranian situation upon Britain, plus the fact that the 
situation in Iran itself is greatly complicated by the loss of revenues 
from the refineries in the field, could you at this time throw any light 
for the committee on the reports carried in the British press that a 
proposal had been submitted by the Shah of Iran which might have 
acted as a basis for negotiation for a foreign expert to handle the 
Abadan refinery? I notice that the British papers have been critical 
of the government for not having disclosed that, and I was wondering 
whether there is anything, either on or off the record, you could bring 
to the attention of this committee as to whether such a proposal had 
been made ? 

Secretary Acnrson. Yes. May I answer that question off the 
record / 

(Discussion off the record.) 


. 
TECHNICAL AND ECONOMIC AID TO IRAN 


Senator Frreuson. In this estimate you have $23,450,000 to Iran 
for special technical and economic aid. What is that? How are you 
going to use that, under the circumstances? Are we going to develop 
this oil for Iran / 

Secretary Acueson. I believe that has nothing to do with the oil 
situation. It is largely technical agricultural assistance. For in- 
stance, the $23,450,000 is made up of agriculture, forestry, and fisheries, 
$7,394,000; in the field of education, $471,000; in the field of public 
health, $7,509,000; aid to cranapeeienens, $2,000,000; water resources, 
eeverees consumer goods program, $5,376,000; and that makes up the 

3,000,000. 

“Senator Frrevuson. W hy do-you indicate on this particular item, 
which you call special technical and economic aid, and would you 
have the right if we pass this legislation to transfer these funds from 
the various items listed on page 49? 

Secretary Acheson. I do not know why it is called special technical 
assistance, 

Mr. Brsseti. Mr. Chairman, I believe T can answer that. 

Chairman McKeriar. Very well, if it is satisfactory to the 
Secretary. 





MUTUAL SECURITY APPROPRIATIONS FOR 1952 19 


Secretary AcHeson. Entirely; yes, sir. 

Mr. Bisseut. Senator Ferguson, it is proposed that this economic 
program in Lran be carried on in a manner similar to those, and be 
made up in much the same way, as the similar programs that are now 
in progress in southeast Asia. 

Senator Ferguson. Then why do you make a difference here and 
call this special technical and economic aid when you do not the 
others ¢ 

Mr. Bisseii. Because, as the size of the figure indicates, Senator 
Ferguson, this will involve not only technical assistance, that is, the 
services of American technicians, but also some of the supplies and 
equipment that are needed in the country to make their work effective. 
For instance, the item that the Secretary referred to for transporta- 
tion, 1 believe includes some rolling stock for the Lranian railroad, 
The items that he mentioned for agriculture and for health, which are 
the two largest in the program, will certainly involve considerable 
expenditures for supplies in the case of health and surgical supplies. 

Senator Frrcuson. Then most of this will be for economic aid 
rather than technical assistance 4 

Mr. Bissetu. My impression is, sir, that something of the order of 
half of this will be for technical assistance, and the balance for medical 
supplies, seeds, possibly fertilizer, hand tools, and things of that kind, 

Senator Frrevuson. You mean that half of this would be just for 
engineering or technical assistance and advice ? 

Mr. Bisseti. My impression is that is correct, sir. You see, in the 
case of both the health and the agriculture eae a large part of this 
will go for services, both of Americans and, I think, supplemented also 
with some local services. 

Senator KNowLanp. Senator Ferguson, would you yield at that 
point ¢ 

Senator Frrauson. Yes. 

(Discussion off the record. ) 

Senator O'Manoney. Since I have been so recently home, pe ‘rhaps 
you will permit me to tell a story which may have some value in this 
connection. My home is in Cheyenne. South of Cheyenne there is 
a famous little hill, famous for the fact that in the early days of the 
handling of the Indian problem, the Indian office delivered to the In- 
dians at this point about a dozen Studebaker wagons, beautiful new 
wagons that had just come out of the factory. The whole d: ay after 
the donation by the Indian office was spent by the Indians on this 
hill. They took the wagons apart in order to get the wheels. This was 
pretty close to the Union Pacific Railroad, Secretary Lovett. The 
squaws hauled the wheels up to the top of the hill, and the bucks 
rolled them down. 

After they had spent the day in this enjoyable fashion, they piled 
the whole thing in a big pile and had a wonderful bonfire. 

Senator Tryr. Then, Mr. Chairman, I would like to restate the 
question I propounded to Mr. Bissell off the record, and that was this: 

The intention here, with the funds that have been listed, would be 
that you would send the technicians to their experimental colleges, 
and with the technicians would go the tools and equipment to make 
the proper demonstration of how the better use of the land could be 
made, and how the harvest could proceed in a mechanical manner, and 
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how the new varieties of grain could produce a better crop. And all 
you are endeavoring to do is to get the technicians into their experi- 
mental stations and to have that technician given the proper imple- 
ments and tools to demonstrate with. Is that the program? 

Mr. Bisset. That is correct. 


TECHNICAL ASSISTANCE TO INDONESIA AND THATLAND 


Senator Frrcuson. You mean, Mr. Bissell, that the only program 
that you have down in Thailand and Indonesia is for experimental 
colleges ? 

Mr. Bisseiu. Senator, I picked my example from the field of agri- 
culture. 

Senator Frrauson. You took one item from Senator Thye’s ex- 
ample, and you said that was the program. Do you want to let 
this record stand with the fact that is the only program you have? 

Mr. Bisseiti. No, sir. 

Senator Frerecuson. Is that not one very small item in agriculture? 

Mr. Bissetu. I think that is the general character of much of the 
agricultural program. 

Senator Frreuson. How much in money do you want to give to 
Thailand for agricultural colleges, and how much to Indonesia? 

Mr. Bisse. In the case of Indonesia, sir, the total is $8,000,000. 

Senator Frreuson. I want the item for colleges. 

Mr. Bissritu. For agriculture, forestry, and fisheries, the sum is 
$3,240,000. 

Senator Frerauson. There is $5,000,000 outside of that. 

Mr. Bissett. That is for public health, which is the largest other 
item, $2.600,000: 

Senator Frereuson. What else ? 

Mr. BissevL. Transportation, power, and other public works, 
$410,000; handicraft manufacturing, mining, and other industry, 
$500,000. 

Senator Frreuson. Now, you are talking about Indonesia? 

Mr. Bissett. All Indonesia; yes, sir. 

General engineering advisory services, $550,000, I think that is all 
under contract with one United States engineering firm, advisory to 
the Government. 

Senator Frrcuson. You say this is probably a year or 2-year 
program / 

Mr. Bisse. I believe the contract with the engineering firm is of 
that short duration. 

Senator Fercuson. Are you familiar with the South American pro- 
gram that was started many years ago along this same line, and we 
are not through yet with it’ In fact, we show that in 1950 we appro- 
priated $6, 913, 193: in 1951, $9,362,018: and your estimate for this 
year, 1952, is $18,000,000. In other words, there is just 3 years. You 
do not anticipate that you are going to close these matters in a year 
or twof 

Mr. Bisse... I would not anticipate the end of all technical assist- 
ance ; no, sir. 

Senator Frreuson. Nor of supplying railroads and transportation, 
and so forth. 
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Mr. Bissett. There is no heavy equipment, sir, of that kind in the 
Indonesian program, nor in the case of Thailand. 

Senator Ferguson, What is the transportation item ¢ 

Mr. BisseLt. I cannot answer you in detail, sir. 

Senator Corvon, If you do not know, who does? 

Mr. Bissetxu. I can get you the detail. All I meant is that I do 
not have it in front of me at the moment. 


REIMBURSEMENT OF AID DISCUSSED 


Senator Fercuson. Why should they not pay for this out of their 
assets of tin, rubber, and so forth? Indonesia is a ver y fertile land, is 
it not? 

Mr. Bissevw. It is. 

Senator Fercuson. You have been there ¢ 

Mr. Bisset... I have not been there. 

Senator Frreuson. Do you know that it could be self-supporting in 
food the way it is now? 

Mr. Bisset... That is my understanding. 

Senator Frrevson. Do you know whether the conditions are such 
that you can put machinery in for agricultural purposes? 

Mr. Bissetx. I do not personally know that. 

Senator Frercuson. With the population they have, and the great 
amount of paren they have on the land ¢ 

Mr. Bisset. I do not personally know that. My surmise would be 
that you could not use agricultural machinery on any sizable scale in 
that kind of a country. 

Senator Ferguson. They could not, you say / 

Mr. Bisseww. That is right. 

Senator Frreuson. Is not the same thing true in Thailand? 

Mr. Bisse.x. I think it is less true. 1 understand there are parts 
of that country where agricultural machinery could effectively be used, 
but in the central and richest part it could not. 

Senator Frercuson. Going back to Iran, how much was the Iranian 
Government getting from the oil fields before the last dispute ¢ 

Mr. Brsseiu, I would have to guess that figure, Senator, I am sorry. 

Senator FErcuson. Do you not think it is important that we know 
that item, because we are going to give $23,000,000 assistance here? 
Might it be possible that we are just replacing the loss from the oil 
fields ¢ 

Secretary Loverr. I can answer that. It started out at around $13,- 
000,000 a year, and got up, on a royalty basis, as I recall it, to something 
like $30,000,000. 

Secretary Acugson. A little less than that. 

Senator Frereuson. That is not far from the $23,000,000 we are 
giving. It may be we are substituting just about their loss in the 
oil, is that not correct ¢ 

Secretary AcuEson. What they are endeavoring to do now is to 
greatly increase the amount of royalties which they were getting. But 
this program is not intended to replace that. 

Senator Ronerrson. Mr. Chairman, may I submit a unanimous-con- 
sent request ¢ 

Chairman McKetvar. Yes. 
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Senator Ronerrson. We have with us today two of the top Cabinet 
officers, who are very busy men, and I know they are willing to stay 
here as long as it is necessary, but I know they would welcome an 
opportunity to get back to their official duties as soon as possible. 

W e have spent an hour examining Mr. Bissell about a allocation 
of $556 million to the Near East and Africa, out of a $714 billion 
foreign-aid bill. I ask unanimous consent that the See rei wry of State 
may be permitted to present his brief direct testimony, and the Secre- 
tary of Defense to do likewise, and then if we want to cross-examine, 
let them come back one at a time, and not keep both of them here : all 
day long. 

Senator Frrevson. Might the record show that the Secretary = 
State was giving his opinion here and his statement, and that it wa 
he who asked ‘for the aid of Mr. Bissell and suggested that qnestions 
be asked Mr. Bissell to get the information that we were desirious of 
getting. 

Senator Rosertson. That is correct. 

Senator KNow.Lanpb. Mr. Chairman, I merely want to say that we are 
dealing here with a very important program, some $714 billion, dealing 
with Europe and the Middle East and the Far East. This is the first 
time the Senate has met on it. This is the only place where detailed 
questions will be able to be asked. I think we will save a great deal of 
time if the two Secretaries are here, and if anything needs to be cleared 
up, that they be cleared up in this way. I think all the questions have 
been pertinent. I, for one, am not interested merely in ex parte state- 
ments if we do not have a chance to examine the witnesses as we go 
along. 

I think Senator Ferguson is entirely right. We asked some ques- 
tions, and the Secretary quite properly referred to his economics man; 
and as far as I am concerned, having the responsibility both to the 
Senate and " the American people, in the legislative arm of the 
Government, I do not intend to be foreclosed from examining into this 
ver import: int program. 

Senator Rorerrson. Mr. Chairman, I have not questioned the per- 
tinency of the examination, but 45 minutes of the hour of cross-exami- 
nation of Mr. Bissell on $556 million, has been off the record. I do not 
want to preclude anybody from staying here for 2 or 3 weeks getting 
all the details that were covered in the hearing before the Foreign 
Relations Committee. I merely suggested that we have two top 
cabinet officers here, who are very busy men. We should not keep 
them here all day while we are going into the minor details of $556 
million. 

Chairman McKetxar. It must be thought by everybody at the table 
that they, the Secretaries, have given their information willingly, 
fairly, and directly, to the best of their ability, and they are men of 
ability. I wish we could get along a little faster. 

Senator Frrevuson. I want the record to show, because Senator 
Robertson’s statement is on the record, that it is not the amount of 
money that is involved in a particular question; it is the principle 
that is involved. We can sometimes discover what the principle is 
by using a certain example, even though it is a small amount of 
money. 

Chairman McKetiar. They have certainly been fair, and replied to 
every question we have asked. 
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Senator Youne. So that we have an orderly procedure, I think all 
members of the committee ought to be given the opportunity to ask 
at least one question. 

Chairman McKetiar. Suppose we go ahead and let the Secretary 
finish his statement, and we will ask him some questions if the mem- 
bers of the committee desire. Certainly the Secretary has been patient 
and has been fine in every way. 

Senator Ture. Mr. Chairman, I will say that the questions that 
were asked, both off the record and on the record, have given us the 
answers to what the policy and the principles are as you develop 
a new program in certain areas where these programs have not been 
in operation. I personally have gotten information here, both off the 
record and on the record, that has been very valuable to me. 

Chairman McKetnar. I agree with the Senator entirely, and it has 
been very valuable to me, as well as others, I am sure. 

Mr. Secretary, will you go ahead, please / 

Secretary AcueEson. I might say a word or two on the matter we 
have been discussing, and then this will run through several of the 
titles, 

Senator Youne. First, Mr. Chairman, may I have the question I 
asked an hour ago answered sometime before the hearing is over 

Chairman McKexiar. I do not remember what the question was, 
and I do not mean any disrespect. 

I am sure the Secretary will be glad to answer it. What was the 
question. 


DETERMINATION OF COUNTRY ELIGIBILITY FOR UNITED STATES AID 


Senator Youne. First, I would like to know what yardstick you 
use in determining whether a country is eligible for aid or not; and, 
second, how much aid they should receive. My interest in the ques- 
tion is this: I think we are spreading ourselves quite thinly all over 
the world. If we help one country and not the next one, we may be 
causing considerable animosity. I am interested in learning what 
yardstick you use in determining whether a country should receive 
aid or not, and whether or not they should pay for it. 

Chairman McKeiiar. Was that question directed to the Secretary 

r Mr. Bissell ¢ 

Coates Youne. Mr. Bissell. 

Mr. Bisset. If I may confine my answer to the Asiatic countries 
we have been discussing, where the test is a very different one than 
the one we would apply in Europe, in these countries one test would 
be whether the country has enough dollar earnings to pay for imports 
that it needs. 

Actually, by that test, I think there are probably only two of these 
countries, namely, Formosa and Indochina, possibly the Philippines, 
that would be eligible for assistance. 

A second test that we would apply is to look at the financial posi- 
tion of the Government itself, as distinct from the ane of the 
whole economy. That is a test that is harder to apply, but it is the 
financial positions of these governments that in part, in our view, 
make it desirable, in our own interest, for them to receive assistance. 

The third test, 1 would say, sir, is the test of the speed with which 
we can have an effective impact on their institutions. I think that is 
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the decisive test in the case of countries like Indonesia, Thailand, and 
Burma. 

Senator Younc. Some 3 years ago, a law was passed under the 
sponsorship, I believe, of Senator Anderson. This provided that we 
could barter food for scarce war materials or materials we might need 
badly. Has that law been utilized ? 

Mr. Bissetn. I cannot answer that offhand. 

Chairman McKetxar. Could you get the information and supply 
it ? 

Mr. Bissett. Certainly, Mr. Chairman. 

(The information referred to is as follows:) 

Under Public Law 85, Eighty-first Congress (approved June 7, 1949) the Com- 
modity Credit Corporation was authorized by the Secretary of Agriculture to 
accept strategic and critical materials produced abroad in exchange for agricul- 
tural commodities acquired by the Corporation. Through September 30, 1951, 
approximately $14 million worth of strategic materials had been contracted for 
under this legislation. The commodities involved were industrial diamonds, 
chromite, manganese, and waterfowl feathers. 


FOREIGN POLICY QUESTION UNDER MUTUAL SECURITY PROGRAM 


Senator O’Mauonry. Mr. Chairman, I think that the answer to 
Senator Young’s question raises a very important question of over-all 
policy. The third test that Mr. Bissell gave as to whether or not as- 
sistance would be supplied, was the effect upon the governments and 
the policies of the governments. Is it meant by that to say that 
American dollars are to be supplied in economic aid in order to shape 
the form of the government and its policies? If not, I think the record 
ought to be made ve ry clear on that point. 

Chairman McKetxar. I have no doubt in the explanation he will 
give in answer to the question—he said he did not have the facts before 
him just then—he will clear the record, and I hope he will. 

Senator O’Manonry. This, of course, is a general question that 
does not need any detailed facts. 

Senator Frrauson. It isa policy question. 

Mr. Bisset. Could I say, I think you are right, that my answer as 
I gave it is open to misinterpretation. The kind of influence we are 
interested in, in the case of these countries, in having, is the influence 
directed toward the improving of the efficiency of their own govern- 
ments in discharging mainly their own internal functions. It is their 
policies toward such matters as agricultural development in their own 
countries, with which we are concerned, and only those policies, I 
did not mean to imply for a moment that it is the purpose of this sort 
of economic aid, for instance, to influence the foreign policies or the 
broad political composition of these governments. 

Chairman McKettar. All right, Mr. Secretary, if you will go ahead, 
now. 


TECHNICAL ASSISTANCE TO LATIN AMERICA 


Secretary Acnrson. We were talking about this amount for the 
Near East and Africa. To some extent, the questions which have been 
raised on that will be raised on the next two geogr raphic areas, and, 
indeed, have already been raised on the next two areas. 
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I might just try to sum up a little bit what we have been over in the 
last hour as to w hy we have these technical assistance programs, what 
the purpose is, how they work, who should pay for them, et cetera. 

We have had much longer experience in this field in Latin America 
than in any other part of the world. I do not know of any sums which 
we have spent anywhere which have been more productive, in terms 
of United States interests, than the amounts which have been spent on 
technical assistance in Latin America 

The basic reason for going into these fields is that it is very im- 
portant from the point of view of the United States and the interests 
of the United States, that we should have in Latin America, or that 
there should be in Latin America—and this, of course, will be appli- 
eable to other parts of the world—countries which are increasing in 
stability and prosperity and in friendliness to the United States. We 
have had, over the past 25 years, very great success in Latin America. 
The relationships between that hemisphere re and ours are better today, 
I think, then they have ever been. Conditions are improving very 
greatly in these countries. 

The fundamental problem that we were wrestling with was that 
some years ago there was a small population in those countries which 
was well to do, and managed most of the activities in the country, and 
then very large populations which were almost on the level of subsis- 
tence. That makes for a very unstable social and political entity, and 
it also makes for difficulties in the relations of this country and those 
countries. 

We started a program of technical assistance. That program, as 
Senator Ferguson has pointed out, has continued, and is continuing 
today. It is constantly changing in what it does. That is, it is 
going into more things: as programs which it has introduced into 
a country become recognized, become taken over by the government, 
then we go into another program, which is adapted to the greater 
advance that the country has made. 

These have been tremendously successful. You start out with such 
simple things as improving the very primitive methods of agriculture 
which existed some time ago, improving seeds. Once you demon- 
strate to the country what tremendous effects come from that, the 
country, which had no idea that this existed, neither the government 
nor the people had the faintest idea that experiments which had taken 
place here with wheat seed or with corn seed or other vegetable seed, 
and in the field of animal husbandry, could completely change the 
productivity of their farms—— 

Senator Young. You are sending over better men all the time, 
too, which I think is a credit to the program. 

Secretary Acurson. We are constantly trying to do that, Senator. 

Chairman McKetuiar. We are now undertaking very much the same 
policy with Europe. Have we got far enough to say whether that 
is favorable or not up to date? 

Secretary Acueson. I think the program with Europe has demon- 
strated its success. It is somewhat different from the one I have 
just been describing because the techniques of Europe, both govern- 
mental and industrial, are ve ry much further advanced. As we have 
dealt with the Latin American countries, first with the thing I have 
been describing, the government itself begins to see how important 
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and useful those are and that will be taken over by the government 
of this, that, or the other country. Then we will take the funds and 
put them in public health, and we have had demonstrations in these 
countries as to how fairly simple things you do can completely elim- 
inate malaria from a whole area and transfor m the population from 
one which is sick half the time into a vigorous teeta” As soon 
as the people actually see that, they demand that from their govern- 
ment. We say all right, the government takes that over. Then you 
go into the question of water purification of which they have never 
heard. If you ask them to finance this, they say this is a new-fangled 
idea that does not amount to anything. However, when you put it into 
effect and typhoid fever disappears—and disappears entirely out of 
the city—then the government takes that over. 

Senator O"Manoney. To what extent, Mr. Secretary, have the gov- 
ernments in Latin America taken over any of these programs? 

Senator Frrevson. Could you give us that for the record later? 

Secretary Acnrson. Surely we can give you the history of this thing 
and show you how progressively we have moved in our work into 
new fields and the governments have taken over the older. 

Senator O’Manonry. Some day inevitably somebody will say when 
the United States stops the program it will gain more enemies than 
it has gained friends by establishing the programs if the local govern- 
ments do not take over. 


Secretary Acurson. We can give you that information. 
Chairman McKetiar. You will furnish that information ? 
Secretary AcHEson. Yes. 

(The information referred to is as follows :) 


Since the beginning of the health and sanitation program of the Institute of 
Inter-American Affairs a total of 2,820 projects have been initiated. The Health 
and Sanitation Division projects are broken down into activities since a project 
is oftentimes written to cover the undertaking of numerous items. To illustrate, 
one project in Bolivia includes the construction of a dispensary, the construction 
of a vocational school, and the construction of a water-supply system. 

Of the above 2,820 activities, a total of 474 are active as of fiscal year 1951. Of 
the 2.346 inactive project activities, 1,208 were not of a nature to require con- 
tinuance, such as training courses, engineering studies, surveys, DDT-spraying 
activities, medical-care projects, and disease studies. The total number of 
activities transferred to the local governments is 1,118. These include water- 
supply systems, sewage systems, health-center construction and operation, and 
hospital construction and operation. 

The Food Supply Division has been engaged in 136 project activities. These 
activities are of a more general nature and broader scope than the Health and 
Sanitation. Of these projects, 42 are completed and transferred to the local 
governments, 

The Education Division’s work on long-term project covers broad functional 
areas. In the education field, such as elementary education in rural areas and 
sometimes in urban areas, vocational education and teacher-training institutions 
cover those areas. From the inception of a project the United States specialist 
in the field party progressively turns over to his associates more and more 
responsibility. Administrators and professionals handle the further development 
of the project. For example, school organizations established by the servicios 
operating the cooperative programs are organized and administered by the 
servicios. Usually, in a period of 1 or 2 years, the servicio transfers administra- 
tive responsibility of those schools to the regional ministry organization, but 
the United States and local educators composing the staffs of the servico continue 
to give professional guidance to the schools, and the servicio administrators make 
periodic checks on the schoo! administration. 
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In addition to the projects actually turned over to the local governments, the 
other governments have displayed willingness to pay an ever-increasing share 
of the active projects, as is shown by the table which follows: 





United States contribution 
ae al __| Contribution 





» | of local 
Year rechnical (Contribution | government 
and other to project (cash only) 
assistance funds | 
EEE } $1, 358, 604 $7, 410, 075 | $1, 644, 000 
1044. ‘ 3 2, 446, 997 10, 824, 643 | 2, 607, 379 
De stwubianeses ; one 2, 380, 702 4 8, 192, 238 4, 712, 858 
1946 : Y | 2, 032, 113 | 5, 332, 670 6, 094, 363 
PEE dis Rinse deded<asgedsseo ; ; a | 2, j 4, 204, 189 7, 897, 320 
mS 2 2, | 5, O61, 969 10, 941, O10 
shone ‘ | 2 } 1, 643, 205 15, ORS, 388 
a. : oe , | 1, 968, 500 16, 967, 300 
1961_.... i 4 ; 5. Sauber 2, 856, 900 17, 269, 237 


MILITARY ASSISTANCE TO FAR EAST 


Chairman McKetiar. Now, gentlemen, are there any question you 
wish to ask? 

Senator Frrcuson. I do not think the Secretary is through. 

Secretary Acurson. I was going to mention very briefly the two 
other titles. The next title is the Far East. There, so far as military 
assistance was concerned, the request was for $555 million, and there 
has been a reduction of $20 millon, I think the need for that is very 
clear to the committee. ‘This particular area of the world is the one 
where actual fighting is going on in most of the countries. We know 
about Korea and Indochina. We know there the threat to Formosa, 
and we know about the Huk fighting in the Philippines, the bandits 
and other communistic -inspired groups that are working in Indonesia. 
So, the military assistance is pretty clear. 

Chairman McKexiar. Mr. Secretary, let me ask there, although 
this is really outside of what we are talking about in a way, and in a 
way it is not: How are the Philippines getting along? I was over 
there a number of years ago, and | was rather disappointed at that 
time. But there has been improvement of late years; has there not? 


SITUATION IN PHILIPPINES 


Secretary Acurson. Yes, Senator, there has been very considerable 
improvement in the last 12 or 18 months. Twelve or 18 months ago 
there were two very grave problems in the Philippines. One was the 
inability of the Government to handle the actual fighting which was 
produced by the Huks. Since that time, with the help of the American 
Military Mission, the Philippine forces have been reorganized; the 
command has been changed; the whole method of operation has been 
changed, and they now have the Huk rebellion in a position where we 
hope “that they can polish it off before very long. The other problem 
came from the inability of the Government to take the necessar y re- 
form steps to prevent the recruiting of the Huks. It was people who 
were suffering from the land system and the miserable subsistence 
who continually furnished the recruits who went out and fought. 
After Mr. Foster went out and after the Bell Mission, the Philippine 
Government has taken action which has corrected that, and we have 
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been able to a them financial assistance which has helped them in 
their own budget. 

Senator Corpon. You still have the land-tenure system ? 

Secretary Acurson. They have made great improvements in the 
whole minimum wage and they are working on the land-tenure sys- 
tem and have made improvements in that, although they have not gone 
the full way. They have taken a lot of steps in regard to their own 
internal budgetary and governmental system, which is greatly im- 
proving. 

ECONOMIC AID TO FAR EAST 


On the economic aid for the Far East, thé original amount requested 
was $375 million. This was made up of $262 million for help in the 
various countries and $112 million for the United Nations rehabilita- 
tion in Korea. The figure has been reduced. The $112 million was 
cut down in the authorization bill to $45 million and the House Appro- 
priations Committee eliminated that $45 million from the bill that 
they reported on the ground that there was $50 million unexpended 
available and the committee report says that when the fighting ceases 
and there is need for rehabilitation the door is open to come back and 
get whatever sums are necessary, but the committee thought it was not 
necessary to appropriate it now. 

Senator Corvon. What are your comments on that, Mr. Secretary ? 

Secretary Acnrson. I had urged the committee to leave in the $45 
million, very largely on the grounds of the effect on the morale of the 
South Koreans who would be discouraged if we cut it out, and of the 
effect that it would have on the other countries which we are urging to 
make their commitments for rehabilitation after the fighting. How- 
ever, we do not quarrel with the committee. 

Senator SALToNSTALL, That is in the authorization bill. 

Secretary Acugson. Yes. 

Senator Satronstatu. And it can be appropriated at any time. 

Secretary Acueson. There is $50 million available in unexpended 
sums and I would have liked it better the other way. 

Senator SarronstatL. The issue is in the authorization rather than 
in the immediate appropriation, it seems to me, Mr. Secretary. 

Secretary Acurson. Yes: there was discussion in both cases, Sen- 
ator Saltonstall. 

Chairman McKetiar. All right, sir. Anything further? 

Secretary Acuerson. I think that the amount which is left as 
economic assistance in this area we have discussed pretty fully. The 
great part is for countries which are very hard-pressed at the present 
time, both in Formosa and in Indochina. 


MILITARY AND TECHNICAL ASSISTANCE TO LATIN AMERICA 


The last part of the bill is Latin America. It amounts to $38 million 
for military assistance, $21 million for technical assistance. The mili- 
tary assistance part of this—and Mr. Lovett can tell you in detail if 
the committee desires—the purpose of it is to try under this inter- 
American defense program which has been agreed among the countries, 
to get these South American countries in a position so if there were 
hostilities in the future we would not have to deflect as we did in the 
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last war substantial military personnel for the defense of critical areas 
in South America. If they can take care of the internal difficulties 
that might arise from subversive groups and any hit-and-run opera- 
tions that might occur, they would relieve us of a military burden and 
it is right that they should doit. This amount is to help them do that. 
They are anxious to do it. The technical assistance we have already 
gone into and I have described the nature of that. That is all, Mr. 
Chairman. 


ADMINISTRATIVE LIMITATION 


Senator SatronstaLL, Mr. Chairman, might I ask one question of 
both Secretaries while they are here’ The House put in an adminis- 
trative limitation of $75 million for administrative purposes. They 
discuss that in the last paragraph of the report, on page 7. I would 
be interested to know what is the feeling of Secretary Acheson and 
Secretary Lovett with relation to those administrative expenses. Is 
that limitation satisfactory ? 

Secretary AcuEson. I have no quarrel with it, sir. 

Senator SatronsraLL. You are satisfied with the amount that is 
permitted in State Department to administer the program / 

Secretary Acnueson. Yes, sir. 

Senator SatronsraLy. And does the Secretary of Defense feel the 
same way ¢ 

Secretary Loverr. We can live under that. 


NORTH ATLANTIC TREATY PROGRAM 


Senator Rozertson. I would like to ask this question: Mr. Secretary, 
when do you think we will know definitely whether the North Atlantic 
countries are coming across with the aid they promised? The news- 
papers are saying that General Eisenhower is having a little trouble 
and they have not apparently made any commitments of what they are 
going todo. When do you think that we will know / 

Secretar y Acueson. I think the newspaper accounts that you refer 
to have created an erroneous impression about that. In fact, under the 
plan which has been drawn up, that is, the military plan, which is the 
goal to be achieved and which has been recently reviewed by General 
Bisenhower and is going to be reviewed, I think, again by the defense 
departments of this country and others, a goal has been set which would 
be desirable, that is, set by the military authorities. All the coun- 
tries have stated what their programs are going to be in order to 
achieve that goal. To that extent, I think there is no complaint. It 
may be that they are not achieving it as fast as we would like. We 
will come back to that in a moment and Mr. Lovett can speak. 

There has, however, been a difference between what is desirable and 
what the programs are. It is that part which has not been put into 
any governmental programs yet which is, I think, what the groups 
are talking about. 

The purpose of the group which was set up at the last North At- 
lantic Council meeting in Ottawa was to review, through the defense 
establishments, the goal, to see whether that is something which has 
any flexibility in the program or not and then review the capacity 
of the countries to do, first of all, what they have said they will do, 
and secondly whether they can do more. 
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Senator Knownanp. When are they going to report back? 

Secretary Acneson. By the first of December. 

Senator Knowianp. At the Rome meeting. 

Secretary Acneson. The Rome meeting wil! begin on the 24th of 
November. They may report during that meeting or immediately 
afterward. 

Senator O’Manoney. Mr. Chairman, may I ask a question ? 

Chairman McKetuar. Yes, sir. 


TOTAL MUTUAL SECURITY REQUEST 


Senator O’Manonry. Secretary Acheson, in propounding this ques- 
tion I think I should say as a preliminary that early in the year when 
it was first announced that the emphasis of ECA would be changed 
from economic aid to military aid, I confess I was profoundly dis- 
turbed because I know I have no faith in force as an ultimate weapon 
of preservation. I have seen too little wars flow into two world wars 
and I am deeply afraid that the little wars that we are now observing 
throughout the world may be just a prelude to a third world war 
which would be a great disaster to civilization. The report of the 
House committee shows that of the total of S7,482,527.790 recom- 
mended and approved by the committee for the House action, $6,042,- 
126,271-is for military assistance and $1, 140,401,419 is for economic 
assistance. 


BASIC PHILOSOPHY OF MUTUAL AID 


I would like to have you state, if you will, Mr. Secretary, the basic 
philosophy upon which the State Department and the ECA have 
come to the conclusion that this is the method by which we should 
now proceed. I am aware, of course, that this has been discussed 
before the Foreign Relations Committee in the presentation of the 
authorization act but it has not been discussed here and those of us 
who are not members of that committee have not had the opportunity 
to attend those hearings and in many instances not to read the hear- 
ings. So I would appreciate the summary of our point of view as to 
that matter. 

Secretary Acurson. Yes, Senator, I will be glad to do that. May 
I split this discussion into two parts. One is the direct answer to your 
question, and, secondly, some observations that I would like to make 
about how and what we have been trying to do here in this military 
assistance has been made to appear to other people by various propa- 
ganda methods which have perverted the purpose of the United States. 
What is our fundamental philosophy, the Senator asked. I think it is 
this: That the great effort of the Marshall plan was to help in restor- 
ing the economic soundness of Eastern Europe. The fundamental 
effort was to be made by those people organized by them, and the 
United States was to be in the position of a “helper, and not a director 
or not furnishing the main effort. That program succeeded. It was 
supposed to have come to an end in June 1952. I think, with the 
exception of a few countries that were in a special position, such as 
Austria and Greece, it had largely been accomplished before the mili- 
tary effort began. 
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When we started in the latter part of 1948 and the early part of 
1949 with the North Atlantic Treaty, that was in response to a danger 
which became more and more clear; that is an economic recovery w ith- 
out some protecting shield of milit: ary forces around it was open to 
very grave danger from Communist subversion and perhaps from 
Communist attack. 

Senator Corpon. Was not that clear all the time? 

Secretary Acurson. It may have been, sir. I think it became clearer 
to us as events developed. It may be that the policy of the Soviet 
Union was always the same. Certainly the outward manifestations 
were not always the same. At any rate in late 1948 or 1949, 1950, it 
became clear that there had to be some milits ary effort. That began 
first of all with the North Atlantic Treaty. Then in order to try and 
make up for the very grave deficiencies in the defenses of Western 
Europe which had t: aken place by reason of the defeat of some of these 
countries and the occupation of the others, an effort had to be made 
greater than would have been made if these countries had been in their 
prewar position. We had to build up capital requirements of a mili- 
tary force. ‘Therefore, the military assistance program was put into 
effect. With the Korean attack, it became obvious that the tempo of 
this was not fast enough, so the tempo was increased. 

Now, I think the philosophy of the bill is that the greater part of 
it is for the siilitars items because that is what the present situation 
calls for. The economic assistance is to try and prevent a retrogres- 
sion in the economic position by reason of the added effort which these 
countries have to make to rearm themselves. I think that is the 
philosophy, Senator. 

Now, what has been done with our program to some extent by the 
propagandist, the Cominform, the peace movement, is to give the 
impression that we are not interested in the economic situation of other 
peoples, we are not interested in their happiness and their civilian lives, 
all we are interested in was these people as potential soldiers. That 
of course is the direct opposite of the truth. We have demonstrated 
through the whole Marshall plan how vitally interested we were and 
how much we — to help them in restoring their economic situa- 
tion. Therefore, we have to try to correct the propaganda directed 
against us by nine it is not true. The mere fact that the greater 
part of this bill is for military items and the smaller part is for econ- 
omic means that our only concern is with the military and we are not 
interested in the economic. We have demonstrated our interest in the 
economic position ; we have helped to restore it and it is all right. 
What we are trying to do with this economic aid is not have it slip back 
by reason of the added effort. I think that would be my answer. 


FINANCIAL BURDEN OF MILITARY EXPENDITURES 


Senator O’Manonry. May I ask this: It is perfectly obvious from 
past experience that military expenditures constitute a terrible burden 
upon any people which undertakes them. The burden of the military 
expenditures that we are making here at home is almost beyond 
imagination, Even though the policy of the Government is to confine 
the expenditure to 20 percent of the gross national production, it still 
remains a tremendous burden and much greater in its impact upon 
the productivity of the country than the expenditures for the regular 
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operations of government. That is made clear by a survey of the 
budget, which was presented to Congress at the beginning of the year 
and which the appropriation bills which have already passed, as I recall 
it, exclusive of this bill and of military public works bill, the total 
budget estimate submitted to Congress at the beginning of the year 
amounted to a little over $73 billion. . Of that, only $15 billion plus 
was for the regular activities of the Government. In that $15 billion, 
however, was included the cost of veterans payments and benefits, the 
cost of atomic energy activities and several other war-connected ex- 
penditures of one kind or another. 

Wherever you go, people ask the question: How long can we keep 
this up? So when we look at the effect upon the foreign nations, the 
nations of Western Europe, whose economic status has been immeas- 
urably strengthened and increased by reason of the Marshall plan, are 
we in any danger now in this program of military preparation to place 
upon their shoulders a burden of stepped up expenditure—because 
all military expenditures in the last analysis are wasteful—which will 
counteract, if not completely destroy the effect of the economic aid 
we have already so successfully given. Of course, that gets down to the 
fundamental question as to whether or not there is not a better way 
to avoid a third world war than the one we are proceeding along 
that is, of military assistance. 

You spoke of the fact that the economic recovery of Western Europe 

resulting from the Marshall plan, in the opinion of some, was probably 
opening “Europe to greater danger from the Soviets and from Commu- 
nist infiltration and the like. My own feeling was that the result would 
be quite opposite. 

Secretary Acueson. I did not mean to imply that it opened it to 

greater danger, but that there was this danger. 

Senator O’Manoney. It would seem to me that the great advantage 
that we now have is that by reason of the Marshall plan; and the pursuit 
of economic aid we have demonstrated to the Europeans that the free 
world way of life is so much better than the totalitarian way of life 
that the knowledge of that would be bound to go behind the iron 
curtain and undermine the Communist totalitarianism much more 
effectively than this program would do. We already have evidence 
and testimony here of the migration from East Germany to West 
Germany because conditions are so much better in West Germany. 
Mr. McCloy was here, sitting just where you are, testifying to that 
effect. Of course, this is basic, and I ask the question merely for 
information and not at all in an argumentative sense, as ‘you, of course, 
know. 

Secretary Acieson. If I may go back to the first part of your 
question, Senator, you said, is there a danger that the program may 
put on everybody burdens which are greater than can be borne. It 
was the recognition of that danger which led to the creation of the 
North Atlantic Treaty Organization to look into that very problem. 
That is what this group on which Mr. Harriman is now our delegate 
are going todo. Mr. Lovett can tell ‘you what they are doing to look 
into the military program to see whether there is a possibility of 
change in that. So we recognize that there is this danger; and the 
curopean countries recognize it and we are facing it. We are really 
faced with two dangers here. One is the danger that we are placed 
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in if we have no adequate military defense. The danger that we are 
placed in if we try to get that military defense in a way which under- 
mines our economy. Those two are equally great and they have to be 
borne in harmony. 

Senator O’Manonry. That is the world dilemma. 

Secretary Acurson. That is the problem now; it is being worked 
on and it has to be solved. Obviously if you try to get defense at the 
expense of undermining the economy, you have ‘neither the defense or 
economy ; you have a collapse. The other danger is that if you do not 
move as fast as a sound analysis of the situation requires, then you are 
in trouble also. So you have to weigh these two things and bring the 
answer in harmony. 

Senator Frreuson. Up to now, as I understand, this has not been 
decided ; that is, whether or not we can do or our allies can do what 
the program anticipates. We are now appointing Mr. Harriman and 
some others to determine whether or not we can actually do it without 
a collapse economically. 

Secretary Acheson. No: that is not quite what I meant. 

Senator Frravson. I may have misunderstood your answer. 

Secretary Actieson. The answer which I gave to Senator Robertson 
a short time ago had to do with the part of the program which lies 
in the future and is necessary to close this gap between what is desira- 
ble and what is now being done. What we are reviewing at the present 
time is the statement of “Uesirability—first, is it all essential, and sec- 
ondly, can it be done. So far as the present program, covered by the 
authorization in this appropriation is concerned, that one is in the 
works and is being carried out and will be carried out. 

Senator Frrevson. Have you made a study and is it available to 
us as to whether or not it can be done without such a strain on our 
economy and the other nations’ economy that it could cause a collapse ¢ 
That was the question the Senator from Wyoming asked. 

Secretary Acueson. I believe we have in the record, Senator, the 
analysis of the fact that this program, which we are talking about in 
this bill, can be so carried out. 

Senator Fereuson. But is not this just part of a larger program 
and a continuing program ¢ 

Secretary Acneson. That is correct, Senator. It is to review the 
remainder of the program that the work is now going on. That we 
hope will be finished, as I said to Senator Knowland, by the Ist of 
December. 

Senator Frerevson, Mr. Chairman, I have some questions that I 
would like to submit to Mr. Acheson and he may want to refer them to 
other people so that they might be answered in the record. They all 
relate to this subject and they would be rather long, and I think we 
could save time. 

Chairman McKe.xiar. I wonder if we could not do this, Senator, 
since we have had Secretary Lovett for an hour and he has an engage- 
ment at 1 o’clock and we want to be courteous in every way in the 
world, so may he furnish that for the record. 

Secretary Acukson. I will furnish the answers for the record. 

(The information referred to appears on pp. 130 to 145.) 
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MILITARY PROGRAM 

Secretary Loverr. I appreciate your consideration. I just sent 
word to the office that since I am hired by you gentlemen I owe the 
primary obligation up here and somebody else could take my place 
at this 1 o'clock e1 iwagement, 

Chairman McKeiar. Mr. Secretary, did you have anything else 
to say 

Secretary AcuEson. No. 

Senator KNnow.ianp. Mr. Chairman, I think Senator Cordon had 
a question or two and I have a couple. 

Chairman McKetiar. All right. 

Senator Corpon. My first question has to do, Mr. Secretary, with 
the report which is to be made as a result of the recent conference at 
Ottawa. Will the substance of that report be made available within 
this committee or does it come within the classified list where we can 
only guess or take a newspaper answer for it? I think it is very, very 
important that this committee should know what the conc Jusions are 
with respect to the capacity of our allies to go forward with the sort 
of program that has been outlined. I am in entire agreement with 
the Senator from Wyoming that this arms race we are in represents 
in no sense any economic value, with the added economic burden on 
all who take part in it and indirectly on all the nations of the world 
whether they take part in it or not. I think it is the biggest question 
that will face this generation and I would like to know whether there 
is some hope that we may have in some form, at least, a summariza- 
tion that will indicate what those conclusions are. 

Secret: wy AcngEson. Senator, 1 response to that I would Say that 
I think you have had that on all studies which have been made up to 
this time, and I see no reason why you should not have it on future 
studies. It is highly relevant to your duties. 

Senator Corpon. Then the next question and Iam through. IT am 
afraid I have to ask two questions on matters vou have covered. You 
stated at the very beginning of your discussion here that this effort 
was to correct the imbalance of power. 

Secretary Acheson. Military power. 

Senator Corpon. Military power. That statement standing alone 
would indicate that all efforts up to this time to find some other basis 
for living m this world short of the old balance of power which we 
have all been told was at the basis of every great war that the world 
has ever known of failed and we are now engaged in an arms race 
to-continue the balance-of-power policy. That is a fair statement ? 

Secretary Acnigson. It is not at all what I meant to imply, Senator. 
All the instruments by which you carry on the foreign policy of the 
country which goes back to preserve our national safety and security 
and preserve the fundamental values on which the whole American 
system is based is stated in the Constitution, ATl of those are brought 
into play in our foreign policy. One of our most primary efforts is 
to see that peace is preserved because we know only too tragically well 
if there should be another world war the result of that would be 
disastrous for everybody, as Senator O'Mahoney has said. There- 
fore. in trying to reach agreements on outstanding international 
questions, we resort to negotiation wherever that is possible. We 
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must make every possible effort through the means of information, 
meetings of all sorts, to make the point clear to everybody in #he 
world that we are not preparing to have a war. That is the last thing 
we want to do. We are doing everything in the field of diplomacy 
and in the _ lof public information and in all other fields to avoid 
what you fe: 

Senator Comsion. I did not want that statement to stand alone in 
the record. 

Secretary Acueson. You are quite right. There is one item in 
which we have to make effort and that is, when there is a tremendous 
armed force on one side and very little armed force on the other, we 
have a very serious problem which makes danger of attack greater, 
makes negotiation difficult, and creates a whole lot of problems of all 
sorts. It is to correct the great disparity here that this program is 
designed. 


FINANCIAL BURDEN OF MILITARY EXPENDITURES 


Senator Corpon. One other question and again I refer to the state- 
ment of the Senator from Wyoming who stated my view much better 
than I stated it in his preliminary statement with respect to his ques- 
tion. He called attention to the terrific added burden that must be 
borne not only | Vv this government, but by our allies in this effort. 
You answered with the statement that that matter was the chief matter 
on the agenda in your recent conference in Canada, that you had set up 
a speci al board to bri Ing at the facts with reference thereto. It would 
appear to me—and T may be wholly wrong on this—that it is obvious 
and doesn’t need the study of any board to indicate that the plan 
as we have it now, without increasing either the breadth or its tempo, 
is adding an economic burden to the ECA eountries which must inevi- 
tably lessen the values of the economic rehabilitation which we have 
furnished through the Marshal plan and that a billion five hundred 
million dollars, for instance, as we have it here, will be but a partial 
answer to that added economic burden and that an increasing amount— 
a constantly increasing amount—vear by year, must be furnished from 
some source even to give them a chance of economic survival, much less 
a chance to maintain the economic status they would have today with- 
out the burden. I would like your comment on that statement. 

Secretary Aciieson. May | make a brief comment on the record and 
then talk a little bit off the record. 

I think so far as the program has developed to date, there is evi- 
denced that .by program management, the proper utilization of all 
the productive resources and manpower of the group in Europe, it is 
possible to continue the program without undermining the economy. 

Senator Corpon. Isn’t this an absolutely necessary conclusion: 
That if that potentiality for added production and added economic 
burden can now be carried by those people. that without this that 
same capacity was a part of what we had recreated in ECA and there- 
fore when we apply it, it means a necessary reduction in the potential 
that existed. 

Secretary AcHrson. IT don’t think that is quite correct, Senator. 
That assumes that the productivity of these countries is something 
which is and was fixed, that it was static. I don’t think that is true. 
It has been ever since the end of the war, and our efforts, something 
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which has been increasing. Now, it is true that if you did not have the 
amanament burden, and an ever -increasing amount of productivity and 
effort of these countries, would go to the i improvement of their stand- 
ard of living, and the fact that you have the armament program cuts 
down that amount, that is true. There is no question about that. I 
think it is not yet demonstrated that it reduces the standard of living 
if the whole burden is not going to be too great and if adjustments ond 
increases in productivity can be made. That is what the study is 
about. 


PURCHASING PRICE OF CURRENCY OF ECA COUNTRIES 


Senator Corpon. I would say. Mr. Chairman, at this time I would 
like to request from the group—whoever is the appropriate person to 
furnish it—such data as is available with respect to the purchasing 
price of the currency of the various countries beginning with the first 


years of ECA and bringing it down to date, w ith partic cular emphasis 
on the years 1950 and 1951. 

Chairman McKetiar. There is no objection to it? If not, the Secre- 
tary will be glad to furnish it. 

Secretary AcHESON. Yes, sir. 

( The information referred to is as follows:) 
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FOREIGN EXCHANGE RATES 


Senator Fercuson. Would Senator Cordon care to include in that 
not only the decreed price of the currency but possibly the black- 
market price, if there is one? 

Senator Corpon. I am not interested particularly in the equation 
as between nations at all. Iam interested in whether a franc would 
buy in the ordinary living scale of commodities in France in those 
years the same as a lire in Italy, the pound in Britaim, so we may see 
as a practical proposition and an existing fact what we did do in the 
scale of economic betterment by the Marshall plan, and what we may 
face in this armament program that is ahead as indicated in the last 
2 years. 

Senator O’Manoney. We know from history that wars are infla- 
tionary and preparation for war is equally inflationary, so that the 
question the Senator from Oregon is asking is intended, as I under- 
stand it, to develop facts as to whether or not having successfully 
carried through a deflationary program to increase the normal pro- 
ductivity of Western Europe, we are now launched upon an infla- 
tionary program which would undermine and destroy the very 
objective that we sought to attain. 

Senator Corvon. The Senator is exactly correct. 

Senator Frreuson. Could I add then the further question: The 
currency’s relation with the American dollar, whether it be by decree 
or whether it be by black market. 

Chairman McKeuuiar. There will be no objection to that, will there? 

(The information referred to is as follows :) 
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MILITARY ASSISTANCE TO KOREA BY FREE NATIONS 


Senator Knownanp. Mr. Chairman, I have a couple of questions, 
but I don’t know whether Senator Y oung is ahead of me in the situa- 
{ion. 

Chairman McKetrar. Very well. 

Senator Knownanp. IT will lay a foundation for some later ques- 
tions for the Secretary of Defense. Mr. Secretary, this can be an- 
swered either on or off the record, as you feel is proper: Inasmuch 
as this program of some $7.5 billion is justified only because we feel 
that the program adds to the collective security of the free world and 
to that extent augments the security of this Nation, I would like to 
ask, with particular ox to the one collective-security ae 
which is now going on in Korea, since the 1st of July of this ye 
have the other nations engaged with us in the Korean oper ations in- 
creased or augmented their forces in Korea to resist aggression there ? 
I call to your attention that the testimony during the he: arings of the 
combined committees on the Far Eastern situation indicated that the 
then I believe 16 nations engaged with us in resisting aggression in 
Korea had supplied approximately 35,000 armed forces to resist 
aggression, Which was approximately 10 percent of what the United 
States alone was supplying today in Korea and supplying at this 
time. My question is: Have they augmented from the United Nations 
forces in Korea the forces they had there on July 14 

Secretary Acnrson. Of this year? 

Senator KNow.anp. Of this vear. 

Secretary Acurson. I think what we better do is furnish a tabula- 
tion for the record as of July 1 

Senator Knownanp. That is the first question. The second ques- 
tion is: If they have not, and my information is that there have been 
very few increases, there have been a few, what steps has this Gov- 
ernment taken to make a better balance to the 90-10-percent ratio 
which did exist on the Ist of July? 

Secretary Acurson. I think I had better get that and furnish it for 
ihe record. We have been taking this matter up with the various 
governments but what the status is I don’t carry in my head. 

Chairman McKetiar. That will be done. 

(The information referred to is as follows:) 


De partment of State Status of offers of military assistance to the LU’. N.f for Korea, 


July . 1951 





Country Offer Status 
simian | = 
1. Australia Naval vessels (S. 1524, S 1646 | In action 
1 RAAF squadron (8, 1530 Do 
Ground forces (8, 1637, 8. Do 
2. Belgium Air transport (S. 1620)_. Do 
Infantry battalion (8, 1787 Do. 
3. Bolivia 30 officers (S. 1618 Acceptance deferred. 
4. Canada } naval vessels (S, 1602 In action. 
1 RCAF squadron (8. 1617 Do 
Ground forces (8, 1700 Do. 
Canadian-Pacifie Airlines (Commercial Facilities, (S. Do. 
[O85 
10,000-ton dry cargo vessels Do, 


as oo } infantry divisions and 20 C-47’s (S. 1562 Acceptance deferred. 
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Depariment of State—Status of offers of military assistance to the U. N. for Korea, 
July 1, 1951—Continued 
Country Offer Status 
6. Colombia 1 frigate | In Kore 1 
1,080 ground forces } En route 
7. Costa Rica Sea and air bases | Accepted, 
Volunteers (S. 1645 Acceptance deferred 
8. Cuba l infantry company Accepted, 
9, Denmark Hospital ship Jutlandia (S. 1699 In Korea. 
Motor ship Bella Dan Withdrawn 
10. El Salvador Volunteers if United States will train and equip | Acceptance deferred. 
(S. 1692 
11. Ethiopia 1,069 ground forces In Korea 
12. France 1 patrol gun boat (8S, 1611) Withdrawn. 
Infantry battalion (S. 1611). In action. 
13. Greece 7 RHAF Dakota transport aircraft (S. 1612 Do 
Ground forces (8S. 1755 Do 
14. India Field ambulance unit (S. 1647) Do 
15. Luxemburg Infantry company (44 men Do 
16. Netherlands 1 destroyer (S. 1670) Do 
1 infantry battalion (S. 1775 Do. 
17. New Zealand 2 frigates (S. 1563 Do. 
Combat unit (S. 1636 Do. 
18. Norway Merchant ship tonnage (S. 1576 Do. 
Surgical hospital unit In Korea 
19. Panama Contingent volunteers Acceptance deferred 

Bases for training Do 

Use of merchant marine Accepted 

Free use of highways (S. 1673 Do 

Farm hands to supply troops Pending. 

2). Philippines 17 Sherman tanks In action 

1 tank destroyer (5. 156! Do 

Regimental combat team (S. 168 Do. 

21. Sweden Field Hospital unit (8. 1615 Do 
22. Thailand 1 infantry combat team (S. 1622 Do. 

2 corvettes and navy transport In action (one Corvette 
lestroyed after 
grounding). 

Air transport In operation. 

23. Turkey Ll infantry combat force (S. 163¢ In action 
24. Union of South | 1 fighter squadron (S. 1669 Do 
Africa 
25. United Kingdom Naval forces (S. 151 Do 
Ground forces (8S, 1638, 8S, 1702 Do. 
Alrunit Do. 
Prepared in the Office of United Nations Political and Security Affairs 
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Attached hereto is a tabulation of the status of offers of military 


assistance to Korea as of July cs 


od. 


Since this date, several sub- 


stantial augmentations to U. N. forces in Korea have been announced, 
On July 2, 1951, the Greek Government announced its intention to 
double the strength of its present contribution of one battalion of 


ground forces. 


On October 5, 1951, the Australian Government an- 
nounced its intention to provide an additional battalion to the U 


N. 


collective action in Korea. Within the next few days a field hospital 
until from Italy is expected to embark for Korea, 

The United States Government has in the past conducted and is 
presently conducting bilateral discussions with a number of states for 
the purpose of securing increases in the military contributions of 
states now participating in the Korean collective effort, as well as 
initial offers of troops from those states which heretofore have not 
made contributions. Our view is that regardless of the outcome of 
the armistice negotiations, we will continue to need strong U. N. 
tingents in Korea. 

A fair assessment of the contributions made by other U. N. members 
to the collective effort in Korea can only be made within a global 
framework, giving due consideration to priority of commitments else- 
where. When viewed from this point of view, the contributions of 
some other U. N. members to the Korean collective effort must be 
considered as substantial, 


con- 
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Senator Youne. May I ask just one brief question? People con- 
tinually ask me why do we have to furnish all the fighting men in an 
area of the world where approximately a billion people live. Part of 
it may be understandable, but what is the prospect for the future? 
Are we going to have to keep furnishing all the fighting men in Korea 
in that area of vast population in the future ? 

Secretary Acueson. Are we talking about Korea? 

Senator Youne. Yes 

Secretary Acuxson. I should think we will probably be furnishing 
about the same proportion, perhaps somewhat less. That has to do, 
of course, with the fact that two of the principal countries involved 
are engaged in very sizable operations themselves in the area—the 
French and the British. 

Senator Young. Let me ask this question: Why are we apparently 
unable to train South Koreans to fight in the manner that the Com- 
munists have trained the North Koreans to do? 

Secretary Loverr. I think I can answer that, Senator Young, at 
the appropriate time. That is part of the presentation which I have 
here. 

Chairman McKetxiar. That will be done if there is no objection. 
Mr. Secretary, if there are no other questions we are very much 
obliged to you for coming down. You have given us a lot of infor- 
mation. Thank you. 

Secretary Acnrson. Thank you. 


PREPARED STATEMENT OF SECRETARY OF DEFENSE 


Chairman McKetiar. Secretary Lovett, will you proceed, please ? 

Secretary Lovert. I have a prepared statement which I can sum- 
marize or read for the record, as you wish. 

Chairman McKeiiar. You may do as you please, Mr. Secretary. 

Secretary Loverr. I will high-light my statement, Mr. Chairman, 
with your permission. 

Chairman McKeriar. Without objection, your prepared state- 


ment will be put in the record at this point, and you may proceed in 
your own way. 
(The statement referred to is as follows :) 


STATEMENT OF THE SECRETARY OF DEFENSE 


Mr. Chairman and Senators, yesterday afternoon the President signed H. R. 
5113, the Mutual Security Act of 1951. Also yesterday afternoon the House 
Appropriations Committee recommended to the House the provision of appro- 
priations for the implementation in full of the military assistance program au- 
thorized by the enabling legislation contained in the Mutual Security Act of 
1951. 

I am here this morning to express the hope that this committee may likewise 
find it possible to add its voice of approval to the program by recommending 
to the Senate favorable consideration of the appropriations required to place 
the program into effect. 

Two years ago, with the signing on (}ctober 6, 1949, of the Mutual Defense 
Assistance Act of 1949, the American people undertook the building of a struc 
ture of mutual defense and collective gecurity with other nations of the free 
world. In the course of this 2-year period, we have succeeded in leaving behind 
us the difficult and time-consuming stages of initial planning and foundation 
laying. We have also made considerable progress in the building of the super- 
structure, despite the fact that the outbreak of aggression in Korea, only 9 








e 
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months after the program was first initiated, has had an undeniably retarding 
effect on the acceleration of our efforts. 

In the face of the heavy matériel requirements of our troops in Korea, which, 
of course, must be met as a matter of absolute priority, and the additional 
demands of our rapidly expanding forces in the United States and Europe, we 
have, nevertheless, succeeded in getting underway a substantial flow of MDAP 
equipment to our partners of the free world. 

Major items of equipment shipped in the first 2 years of MDAP on a global 
basis, included: 7,528 radio and radar sets, 5,913 tanks and combat vehicles, 7,731 
pieces of artillery, 194 naval vesesis, 1,093 aircraft, 430,393 small arms and 
machine guns. 

Encouraging progress has also been made in getting underway an effective 
MDAP program for the training of the men who will use the weapons and 
matériel we are helping to supply. More than 12,000 officers and men from 
free nations have been trained in our service schools, both in the United States 
and overseas. Plans call for training an additional 14,000 in 1952. Neither 
of these figures include the thousands of officers and men who have been trained 
in their own countries by mobile training teams and technical specialists provided 
to supply basic instruction in the operation and maintenance of equipment from 
the United States. 

The contributions of our partners in this mutual defense effort have been 
building up steadily along with our own. In every instance, dollar expenditures 
by the United States have been more than matched by the countries to which 
aid has been extended. The active armed forces of the NATO countries (where 
the great bulk of our military assistance is concentrated) have already been 
increased by more than 300,000 men. These nations, with the United States, 
have agreed on a defense plan which provides for a steady build-up of forces, 
enabling us to develop a military strength which we hope will be sufficiently 
impressive to deter aggression but which, if aggression comes, will be adequate 
to meet it and defeat it. 

Our allies plan to contribute approximately 85 percent of the manpower for 
this combined force. They are providing for administrative and housekeeping 
supplies, and as much of the major arms and equipment as they can produce in 
time to meet scheduled plans. They are contributing the land for bases, and 
certain logistic facilities that we require in their territories. They have in- 
creased their training programs, their lengths of military service, and their 
defense budgets. 

Of even greater importance than this physical progress, is the great improve- 
ment which has taken place on the psychological side—on the side of the spirit 
and morale of the people themselves. Members of the Senate who have recently 
visited Western Europe, and others who have been over there lately, report a 
remarkable upsurge in the spirit and optimism of the people over what it was 
only a short while ago. ‘They have shaken off their old attitude of hopelessness 
and despair and are rapidly approaching the conviction that, with our aid, they 
can successfully withstand the menace from the east. 

Granting, however, the good progress which has been made to date, a great deal, 
of course, still remains to be done. In order to get the initial flow of matériel 
started, it was necessary for us to draw heavily from World War If stocks. 
From this point forward we must largely be dependent upon new production 
deliveries from assembly lines of which many are only recently underway. The 
procurement and production which will be required to execute the program of 
military assistance which lies ahead of us have been scheduled right along with 
the requirements of our own military services. The funds for military assist- 
ance which we are currently requesting are limited to work which must be 
financed during this fiscal vear if the end items covered thereby are to be made 
available by the time they are needed. 

As authorized by the Mutual Security Act of 1951, and as recommended to the 
House by the House Appropriations Committee, the appropriations for which 
we are seeking your approval are the following : $5,028,000,000 for assistance to 
Western Europe and for general administration of the entire program ; $396,250,- 
000 for assistance to Greece, Turkey, and Tran: $5235,250,000 for assistance to 
friendly states in eastern and southeastern Asia; 8$38,150.000 for grant assistance 
to the nations of Latin America. 

The Mutual Security Act of 1951 also authorizes the supplying of additional 
military matériel without charge against appropriations by means of (1) reim 
bursable assistance, and (2) transfer of matériel which is excess to our own 
national requirements. 
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As to reimbursable aid, this has been and will continue to be a means whereby 
assistance is given to Canada and our neighbors in South America for equipping 
their forces with American type matériel, thereby helping to standardize military 
munitions throughout the Western Hemisphere. 

All in all, some 46 nations have already paid us $134,000,000 for such reim- 
bursable aid, granted under section 408 (e) of the Mutual Defense Assistance Act 
of 1949. In addition, approximately $100,000,000 of such aid has been placed 
under contract, principally in behalf of Canada, for which reimbursement has 
been pledged. The total of this reimbursable aid is expected to increase by more 
than $400,000,000 during the coming year. 

With respect to transfers of excess equipment, the Mutual Security Act of 
1951 increases the amount of the authorization provided for in earlier legisla- 
tion by $3800,000,000. This equipment consists for the most part of matériel 
which becomes excess to our own national requirements by reason of being super- 
seded or replaced by newer and more advanced types of equipment now provided 
for our own forces. Any rehabilitation or repair costs involved in the transfer 
of this equipment are chargeable against these appropriations. 

Of the appropriations requested, more than SO percent of the military assistance 
is earmarked for our allies in Europe. Our European allies have agreed to bring 
certain forces into being by the end of 1952, as a major step toward our com- 
mon objective. They have made plans to induct the men, to put them in uniform, 
to pay them, to feed them, to house them, to provide them with individual equip- 
ment and as much major matériel as can be built within the time available and 
within the limits of their economic and industrial capabilities. For more than 
7 months General Eisenhower has been working on plans for organizing, equip- 
ping, and training a balanced force to resist attack. For more than 18 months 
we have had American military advisory groups living in each of these coun- 
tries, in daily contact with their respective military establishments. 

It is from the combined work of these groups that there have been developed 
the detailed lists of equipment which can be obtained only through our provision 
of military assistance. As General Eisenhower has reported, any substantial 
reduction in this program will directly and correspondingly reduce the supply 
of weapons and other necessary matériel which European soldiers, sailors, and 
airmen will stand ready to man. I cannot put it more forcibly than that. 

In Greece and Turkey we plan to continue the strengthening and modernization 
of forces which today in Korea are giving ample proof of their fighting qualities. 
These countries stand on the southern flank of the European land mass, near 
an area increasingly disturbed by internal tension and the possibility of a 
thrust from Russia or her satellite states. Aid to Greece and Turkey in 1947 
was the first postwar move by the United States toward her present firm position 
of resistance to Soviet-inspired aggression—a move that has paid off in Greece 
with defeat of the Markos rebels and consolidation of a Balkan beachhead. 

The situation in Iran is less clear at the moment. We have programed 
equipment and training which will help existing forces keep the peace in that 
troubled land. You may be sure, however, that deliveries will be made only 
if United States interests, as revealed by future developments, will be served 
thereby. 

There are many facets to.our programs for military assistance in southeast 
Asia. Forces of the native states of Indochina have now been organized and, 
together with French troops, are carrying on against Chinese-supported, Com- 
munist-led insurgents who have created a situation which the French consider 
as serious as we regard the operations in Korea. The sooner Indochina can 
be stabilized, the sooner those French divisions, which are the backbone of 
European land defense, can be brought to full effectiveness by the return to 
European service of sorely needed professional officers, noncommissioned oflicers, 
and technicians. 

Our continued support is also necessary to restore and preserve order in 
Thailand. Our aid in the past has influenced the Thai Government to depart 
from a neutral position and take sides with us against communism, as it has 
been done in the Korean operation and in its internai affairs. In the Philip- 
pines we are assisting the constituted authority by equipping and training local 
forces to put down the Huks—those dissident Communist-led guerrillas who 
have been terrorizing the Philippine countryside since the war’s end. The 
1952 program continues military aid that has been granted to the Philippine 
Republic since it was given its independence in 1946. On Formosa we have 
established a large training mission and are undertaking to provide the essential 
military equipment which will enable the reorganized Nationalist forces, backed 
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by the United States Seventh Fleet, to defend the island against Chinese Com- 
munist attack. ; 

This year we are proposing $38.2 million for grant military assistance to 
certain Latin-American countries. The Joint Chiefs of Staff have recommended 
this assistance on strategic grounds as an addition to continuing reimbursable 
aid. The importance of these American Republics to our own defense has 
been clear, at least since World War II, when it was necessary to deploy more 
than 100,000 United States military personnel in South America to counter 
specific enemy capabilities. 

The Latin-American nations have om hand a considerable quantity of former 
United States equipment. Those whose economic condition permits them to 
do so, will buy more. To aid in the use of this equipment, we have military train- 
ing missions in a number of these countries. In order to insure that the American 
Republics will take up certain agreed tasks to support and foster the safety 
of this hemisphere, it is desirable for us to make available to them matériel to 
modernize and round out the equipment which they already have for these tasks. 

This in broad outline is the program of military assistance for which we are 
now seeking the requisite appropriations. Although, as Secretary of Defense, 
it is with the military assistance program that I am primarily concerned, I 
would like also to add a word concerning the importance of the economic 
assistance program which is also before you. This program of economic as- 
sistance is directly and intimately related to our military assistance program, 
It is designed to assist the participating countries to make their maximum 
contribution toward the development of an adequate defensive force for the 
free world. They are likewise intended to aid the participating countries 
in the development of the requisite capacity to carry along and efficiently sus- 
tain the defensive forces which the capital contribution of our military assist- 
ance program is helping to build. In other words, once the initial capital outlay 
has been completed, it is our hope and expectation that, with the aid of the 
economic assistance program, the participating countries will have developed 
the ability to carry the full maintenance burden for themselves. Thus the 
military and economic aspects of the program before you are integrated both 
in purpose and in function; both are essential to the attainment of a well 
balanced objective. 

To sum up: The Mutual Security Program for the fiscal year 1952 is based 
upon the security requirements of the United States in its vital relationship 
to the collective security of the free world. Throughout the world, economic 
support, technical aid, military matériel and training assistance are all de- 
voted to strengthening both the will and ability of nations to resist the en 
croachment of Soviet Communist imperialism. Throughout the world, there 
has been an impressive growth of military strength and capacity for collective 
defense among free nations. This will and this capability must be maintained 
and further strengthened and developed. It is to this end that we have directed 
our plans for the Mutual Security Programs of 152 

I assure you that in exercising the responsibility and authority conferred 
on me by section 506 of the Mutual Security Act of 1951, 1 will take every means 
to insure that the employment of the funds to be appropriated will be directed 
toward strengthening—in our own national interest—the collective defense and 
mutual security of the free world. 


MILITARY ASSISTANCE PROGRAM 


Secretary Loverr. The total requested and authorized is 45,028 
million for assistance to Western Europe and for general administra- 
tion of the entire program, $396.250,000 for Greece, Turkey, and Tran ; 
$535.250.000 for assistance for Eastern and Southeastern Asia, and 
$38,150,000 for grant assistance to the nations of Latin America. 
Under that program we would expect, of course, to draw very heavily 
on the Western European side which takes about SO percent of these 
funds. So far in the two previous appropriations, those for fiscal 
vears 1950 and 1951, on a global basis, we have delivered T7528 radio 


and radar sets, 5,913 tanks and combat vehicles, 7,731 pieces of artil 
lery, 184 naval vessels, 1,093 aircraft, and 480.505 small arms and 
machine guns, and other military matériel, 


90498 —51 t 
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Senator Fercuson. Do you give the dollars for those? 

Secretary Loverr. They can be provided, sir. 

Senator Fereuson. Could you do that for the record / 

Secretary Lovett. Yes, sir. 

(The information referred to is as follows :) 

The value of deliveries of military matériel under the mutual defense assist- 
ance programs accumulative to August 31, 1951, is $1,3822.1 million. Additional 
statistics on the status of these programs as of the latest reported date follow: 


Department of Defense Key MSA statistics, military assistance (all fiscal years 
combined) 
MATERIEL PROGRAMS APPROVED! 


{ Millions of dollars} 


During Sep- | Cumulative 


Recipient are : : 
oe ae tember 1951 | Sept. 30, 1951 
lotal $0.8 $9, O73. 2 
Europe (title I 0 7, 606.3 
Near East and Africa (title I } 773.6 
Asia and Pacifi title IT 5 693.3 
TONNAGE SHIPPED? 
{[ Measurement tons] 
lotal 107, 870 1, 909, 485 
£urope (title I 72, 395 1, 220, 601 
Near East and Afriea (title I 15, 800 438, 548 
Asia and Pacific (title III 19, 675 250, 33 
SELECTED MAJOR ITEMS SHIPPED 
In number of items and thousand rounds of ammunition 
Army 
Radios and radar 420) 7, 948 
lanks and combat vehicles 1, 273 7, 186 
Motor transport vehicles 2, 067 25, 936 
Small arms and machine guns 137, 186 567, 579 
Artillery 2, 068 9, 794 
Ammunition 
SA and MG 32, 779M 223, 340M 
Artillery 638M 6, 891M. 
Navy 
Vessels 10 204 
Aircraft 6 283 
Air Force: Aircraft 2 818 


See footnotes at end of table. 








MUTUAL SECURITY APPROPRIATIONS FOR 1952 49 


Department of Defense—Key MSA statistics, military assistance (all fiscal years 
combined )—Continued 


VALUE OF SHIPMENTS, OBLIGATIONS, AND EXPENDITURES AS OF AUG. 31, 195 
1 
[ Millions of dollars} 


Shipments 4 Obligations 4 Expenditures 4 
Recipient area or military i 
department During Cumula- During Cumula- During Cumula- 
August tive Aug August tive Aug August tive Aug. 
1951 $1, 1951 1951 31, 1951 1951 31, 1951 
Total 105. 4 1, 322. 1 107.0 5, 651. 2 120. 8 1, 168.5 
Recipient area: 
Europe (title I 87. 5 982. 6 72.0 4,707.9 100.3 840.0 
Near East and Africa 
(title IL) 7.1 176.0 19.8 470. { 12. 1 151.1 
Asia and Pacific (tith 
IIT) 10.9 163. 5 15.2 473.3 8.4 177.4 
Military Department 
Army 60. 4 792. 7 70, 2 § 475.0 89.9 | S01. 4 
Navy 5.4 338. 9 23.6 VS 12.0 126.8 
Air Force 39.6 190.5 12.8 1, SAS. € 19.1 | 194.9 
OSD... ] 45. ¢ { 45.4 
Includes charges for repair and rehabilitation of excess stocks, and packing, handling, and transporta- 
tion. Includes value of excess stocks 
? Based on preliminary data 
Excludes charges for repair and rehabilitation of excess stocks, and packing, handling, and transporta- 
tion. Includes value of excess stocks 
‘Includes charges for matériel, repair and rehabilitation of excess stocks, packing, handling and trans- 
portation, training and administrative expenses. Excludes value of excess stocks 


Source: Office of Progress Reports and Statistics for Office of Military Assistance. 
MILITARY PERSONNEL 


Secretary Loverr. Mr. Chairman, I have General Olmsted and 
Mr. O'Hara with me, who can follow me for such details as you 
want, either dollarwise or by items. In addition to the deliveries 
of end items, we have trained more than 12,000 officers and men in 
our service schools, both in the United States and overseas, and our 
plans call for training an additional 14,000 in 1952. Neither of these 
figures include the thousands of oilicers and men who have been 
trained in their own countries by our mobile teams. 

Chairman McKeuiar. And both figures include the men that we 
are training; that is, the United States for Europe / 

Secretary Loverr. Yes; for the Europe an countries. 

Senator Frercuson. Do you discuss in here the ne of atomic 
weapons; that is, whether or not there is any plan to decrease the 
actual cost of our military operations by the use of atomic weapons? 

Secretary Loverr. No, sir. I don’t discuss it in this, but I would 
like very much to discuss it, if the committee pleases, off the record. 

Senator Frerauson. That is fine. 

Secretary Lovert. There is a mass of misinformation about the 
subject, and it must be straightened out. 

Senator Feravson. I would like to have that. 


PROCEDURE OF MILITARY-AID REQUESTS 


Secretary Loverr. The process by which these figures are devel- 
oped, I think, should be explained. In each of the countries, there 
is What is called a MAAG, a military-assistance advisory group. They 
initially screen the requests of the claimant country. Those requests 
then, after that preliminary screening, are forwarded up to what is 
called the JMAAG which sits in London, that is the Joint Military As- 
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sistance Advisory Group, which embraces our representatives on the 


NATO planning bodies. Then, when we get those figures over here, 
they are screened to insure that they agree with the plans approved 
by the Military Committee and the Standing Group. The Military 
Committee embraces the entire number of members. The Standing 
Group is sort of executive committee, composed of the United States, 
Britain, and France. 

At the moment it includes General Bradley, Air Chief Marshal 
Sir William Elliott, and Lt. Gen. Paul Ely of France. Through the 
process of that screening, we take into account the best judgment that 
we can get from our own men and from the composite as to the re- 
liability “of the estimates of performance of the countries in meeting 
their schedules of manpower as well as material. In general, the 
dollar figures on the part contributed by us have been more than 
matched by the country to which this form of aid has been extended. 
The active armed forces of the NATO countries have been already 
increased by more than 300,000 men since the military-aid program 
started, and these nations with us have agreed on an over-all program 
which provides for a steady build-up of forces. They will contribute, 
as our allies, approximately 85 percent of the manpower for the 
combined force. They will provide for the administrative and house- 
keeping supplies and as much of the major arms and equipment as 
they can produce in time to meet the scheduled plans. They are con- 
tributing the land for bases and certain logistic facilities we require 
in their territories. 

They have increased their training programs, their length of mili- 
tary service, and their defense budgets. But, after all that is done, 
there is still a gap between what is needed in a military sense and 
what is possible in a military sense. A portion of this represents an 
attempt to fill that gap, but a gap will still remain in the future. 

Senator Ferauson. Do you discuss there in your statement the ques- 
tion of France’s taxing our installations or the payment of duty on 
goods going into France? 

Secretary Loverr. I do not discuss that here, Senator Ferguson, but 
I will be glad to. 

Senator Ferguson. Later, you mean. 

Secretary Loverr. Yes, sir. 

In general, therefore, without going into too much detail, in West- 
ern Europe progress is being made. Some of the Senators have had 
an opportunity to check it themselves. The spirit is vastly better. I 
think, as you all know, nobody fights just with material. The spirit, 
the willingness to fight. is the controlling factor. That has been well 
handled, I believe, notably by General Eisenhower in recent months. 


NEAR AND FAR EAST 


We have, in addition to the 80 percent of military assistance ear- 
marked for our allies in Europe, the balance scattered throughout 
the rest of the free world. The groups which have been working on 
it, notably in Greece and Turkey, have given us considerable en- 
couragement. I think most of you are aware of the splendid fight- 
ing — shown by the Greeks and oe in Korea. They are 
among the best troops there. The situation in Iran, for which aid 





a4 


US EE ee 








MUTUAL SECURITY APPROPRIATIONS FOR 1952 51 


is provided in small amounts, is so confused now that we have taken 
the position that it will be delivered only if, as the facts develop, the 
interests of our country will be directly served. 

There are many aspects of this problem in southeast Asia, where 
vou have, for example, a major battle area in Indochina and a very 
difficult situation in Burma. The sooner the Indochinese area can be 
stabilized the sooner we will get back the French division which rep- 
resented the hard core of their army. We also want to continue to 
restore and improve the military posture of Thailand. In the past, 
such aid has influenced them to depart from a neutral position and 
take sides with us against communism, as they have done in the 
Korean operation, where they have contributed troops. 

In the Philippines, a matter which was raised in a previous ques- 
tion to the Secretary of State, we are assisting the constituted au- 
thorities by equipping and training local forces to put down the 
Huks, the dissident pro-Communist guerrillas who have been ter- 
rorizing the Philippine country since the war ended. Some notable 
progress has been made recently in that respect. 


FORMOSA MILITARY MISSION 


On Formosa, as some of you know, we have a military-training 
group under General Chase that presently numbers about 240 men, 
with an authorization of up to 500 as needed. 

Senator Frrouson. Is it that they didn’t need the 600 that you 
didn’t furnish the full amount on Formosa ¢ 

Secretary Loverr. We have furnished them as requested by Gen- 
eral Chase. Senator Knowland has asked some questions on that, 
partial answers to which I will be able to give you later, sir, if it 
meets your pleasure. 


MILITARY ASSISTANCE TO LATIN AMERICA 


The Latin-American countries represent a somewhat different situ- 
ation. There we have $38.2 million of grant military assistance. This 
is in addition to such military equipment as they are able to procure 
from us on a reimbursable basis which is covered in another section 
of the bill. 

Senator KNowLanp. Mr. Chairman, would the Secretary mind an 
Interruption at this point? 

Secretary Loverr. No, sir. 

Senator KNowLanp. Calling your specific attention to where you 
list certain equipment on page 2—and I think it is important so we 
can understand this a little better- -you say the major items of equip- 
ment shipped the first 2 years of MDAP on a global basis include, 
and then you list certain items. 

Secretary Loverr. Yes, sir. 


MILTPARY EQUIPMEN' 


Senator KnowLanp. How many of these come out of either our 
excess stocks or war reserves or otherwise and how much of that repre- 
sents hew procurement ¢ 
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Secretary Loverr. Very little of it represents new procurement, 
Senator Knowland, because the major items are usually the long lead 
time items. Most of this is either stocked or reworked or recondi- 
tioned equipment. There is very little new procurement in that in the 
hard items, the long lead time items. There are, of course, some funds 
which are providing current shipments, but they are not in any sub- 
stantial amounts in these hard to get items. 

Senator KNowLanp. So these primarily come out of our war reserves 
or excess stocks or surpluses. 

Secretary Loverr. Yes, sir. For example, in the case of the pro- 
duction of the new form of tank, the tank which it replaces becomes 
retired and becomes excess. However, by reworking it or remodeling 
it, it becomes usable in certain of these areas and it is delivered with 
the remodeling charged against the appropriations. 


TRANSFER OF NAVAL VESSELS 


Senator Ferauson. On these naval vessels, for instance, is there any 
limit to what can be given ¢ 

Secretary Loverr. Yes, sir. 

Senator Frercuson. What is the limitation ? 

Secretary Loverr. You will recall that Public Law 3 of this Con- 
gress limits the sale or disposition of nave! vessels currrently in our 
hands and we have to go up and ask for special authorization in order 
to deliver. 

Senator Frrevson. Who do you ask—Congress ? 

Secretary Loverr. Yes, Congress. 

Senator Ferevson. Have you asked for permission on any of these 
184% 

Secretary Loverr. They were all covered in the 1950 and 1951 appro- 
priations, and many of them were transferred prior to enactment of 
Public Law 3. 

Senator Ferauson. Specifically ¢ 

Secretary Loverr. They were identified by classes, that is, escort 
vessels, et cetera. There were certain vessels specifically which were 
delivered to Italy and South America, as I recall, which were covered 
by specific acts of this Congress. 

Senator Fereuson. Along that same line, who determines whether 
or not the aircraft that is delivered under this program will be bene- 
ficial in the future? For instance, I have in mind the number that 
were delivered to Portugal for training purposes. Who analyzes the 
thing and determines whether or not there is a prospect in the future 
that the training of such men will be of value to the common defense, 
or whether or not we are just satisfying nations that they might have 
air corps and so forth ? 

Secretary Loverr. The initial recommendations on the request from 
the claimant are made by the military-assistance advisory group in 
that country. Then their recommendation goes up for review by the 
full NATO membership of the Joint Milit: ary Assistance Advisory 
Group in London. Then it comes over to the military committee which 
is the senior planning group, the general-staff type of thing, and is 
passed on by them. 
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Senator Frerecuson. Then no vessels or no aircraft would be deliv- 
ered except what this high-policy board would determine essential for 
the common defense. 

Secretary Loverr. That is correct. May I give you an example of 
it off the record ¢ 

Senator Frreuson. Yes. 

(Discussion off the record. ) 


LATIN AMERICA 


Secretary Loverr. If you will permit me I will go back on the record 
and touch on the Latin-American situation and then what I really 
think are the important aspects of this problem of which unfor- 
tunately a considerable part will have to be off the record to be fully 
informative. In Latin America, we have a situation in which there 
are countries which can and will provide additional manpower for 
Korea. I will identify the country off the record and go into some 
details. 

Chairman McKeiiar. By manpower in this connection you mean 
soldiers in the Army, not in the Navy or Air Corps? 

Secretary Loverr. Yes, sir; troops. They have a certain amount of 
American equipment which was provided during the war. You will 
recall in that area as a whole we had to put 100,000 people. We don’t 
want to get into that fix again. Since the Rio pact, and the arrange- 
ments which were made in Mexico City to implement aspects of it, 
we are hopeful, that with some assistance, they can build up their 
internal position to the point where they can be secure themselves. 
It is for that reason prifmarily that we are interested in getting some 
funds to provide matériel to be put into their hands at this time. 
There is another reason. We want to improve the standardization, 
which we have been working on for years, so that the countries will 
have a uniform type of weapon and not run out of some unusual 
caliber of ammunition which would require special tooling to build. 

Chairman McKetxar. Or the kind we have been building for them. 

Secretary Loverr. Yes, sir. 

(Discussion off the record. ) 


TAX SITUATION IN FRANCE 


Secretary Loverr. On your tax question, Senator Ferguson, I have 
a letter here written by me to Congressman Carroll Reece with copies 
distributed to others in the Congress who had asked a similar ques- 
tion. The French Government has not enacted any special legisla- 
tion —— solely to the United States procurement and construc- 
tion in France. There is no 20-percent tax, as such, on construction in 
France. There have been estimates reported in the newspapers that 
up to 20 percent of the United States dollar spent on the construction 
goes for taxes. By that we mean that there is loaded onto the cost of 
cement, lumber, reinforcement bars, et cetera, certain French taxes. 
which the French pay as well as anybody else who builds anything 
there. t 

Senator Ferauson. So what you meant in the first sentence was that 
there is no tax saying that this shall be levied against material used by 
the United States. 
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Secretary Loverr. That is correct. 

Senator Frravson. But it is a fact that there is an indirect tax, 

Secretary Loverr. There are indirect taxes in France, and we, as 
everyone else does, pay them. 

Senator O’Manonry. When you purchase commodities for the 
United States for the use of construction enterprises in which we are 
engaged, you do not buy those commodities free of taxation, which is 
imposed by the general law of France? 

Secretary Loverr. That is right, where we buy those in France. But 
there is no tax on any United States material we import. 

There is no tax on any material the United States Government im- 
ports into France. It is only when we buy, we will say, cement or 
bread—or anything similar to that—in France, we pay the same tax, as 
a purchaser, as a Frenchman does. 

Senator O’Manonry. Then if material procured by the United 
States in this country or elsewhere is sent into France for the express 
purpose of being used on military construction for the defense of 
France, is there any import duty on that? 

Secretary Loverr. There is no import duty paid by us. 

Senator Fereuson. Have we asked them to take the taxes off, for 
instance, on cement and other items? 

Secretary Loverr. Yes; I think a little further on we bring that 
out. The figure which I gave you is an estimated sum of a variety of 
taxes which affect the cost of any construction or other program in 
France. They are hidden taxes for the most part. Of course, a large 
part of the French tax income is indirect, in contradistinction to our 
system. It is their estimated total of the indirect taxes, this 20 percent 
figure which the press carried. Furthermore, even as a total the figure 
is not authoritative as far as we know, and we have been unable to 
figure out the indirect taxes. It is extremely difficult to do, as you 
know, Mr. Chairman, even in this country. Studies are now under 
way to determine as accurately as possible the extent to which United 
States expenditures in foreign countries are affected by local taxes. 
These studies, which have been initiated in conjunction with the 
Department of State, are being made not only in France but in all the 
other NATO countries as well. We will, of course, inform the Con- 
gress of the result as soon as we get it. To the extent that these taxes 
are being paid, they are paid as part of the total cost of the construc- 
tion authorized by the various appropriations, though no special 
authority has been requested for their payment. 

The cost of miiltary procurement overseas has always included an 
element attributable to indirect taxes of the country where the items 
are produced. This is also true in the reverse situ: ition where another 
nation procures goods and services produced in this country. The tax 
is in that. Although payment of that element of cost of an item 
attributable by taxes is authorized by law, nevertheless—as I have 
stated to the Congress previously—the Department of Defense desires 
to reduce to a minimum the amount of United States defense dollars 
expended for this purpose and is now seeking a deferment of readily 
identifiable French taxes Pusey. deson negotiation of the entire problem. 

I think that is the basic fact, Senator Ferguson. We are in negotia- 
tion now. There have been some statements that we were paying 
import duties and custom taxes, and we are not. 
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Senator Ferguson. That may have come from the fact that at one 
time ECA tractors going into France were subject to a duty, so that 
when the French Government sold them to the native Frenchman he 
had to pay the value of the tractor plus an import duty. So the 
French Government was collecting the so-called counterpart fund out 
of these kind of taxes. That may be one of the items that led people 
to believe that some of these other items were being taxed. 

Secretary Loverr. There were some newspaper accounts, Senator 
Ferguson, which did carry the word “import duties,” I think. I 
think they got confused with the French word impost, which of course 
would be a tax. 

Senator Frerauson. Are we being compelled to pay for land with 
American dollars / 

Secretary Loverr. No, sir. 

Senator Fercuson. On any of the airports? 

Secretary Loverr. No, sir; that is contributed by the host country 

as is pointed out in my prepared statement. On materials and serv- 
ices purchased in France by the United States Armed Forces, our 
bilaterial agreement reads as follows: 
United States forces, including all organizations accompanying them, their ac- 
tivities, operations, and income, properties and indemnities will be exempt from 
all French direct taxes collected for the account of the State or the local 
entities. 

So it is the indirect tax that we are taking a look at now and trying 
to identify and quite frankly, sir, it is very difficult to identify. We 
know they are in there just as we know they are in our everyday goods 
here. 

Senator Frreuson. I assume you want to answer the atomic ques- 
tion off the record. 

Secretary Loverr. I do very much, sir. May I answer that off the 
record ¢ 

Senator O’Manonery. Yes, indeed. That is the rule here, sir. 

( Discussion off the record.) 

Chairman McKettar. The committee will recess at this time and 
we will reconvene at 3 o’clock. 


; AFTER RECESS 
MUTUAL SECURITY PROGRAM 
Economic CoorpERATION ADMINISTRATION 


STATEMENTS OF RICHARD M. BISSELL, JR., ACTING ADMINISTRA- 
TOR; C. TYLER WOOD, DEPUTY SPECIAL REPRESENTATIVE IN 
EUROPE; MAJ. GEN. GEORGE OLMSTED, UNITED STATES ARMY, 
DIRECTOR, OFFICE OF MILITARY ASSISTANCE, OFFICE OF THE 
SECRETARY OF DEFENSE; AND EDWIN C. GARWOOD, DIRECTOR, 
BUDGET DIVISION 


PREPARED STATEMENT 


Chairman McKerriar. The committee will come to order. 

Mr. Bissell, do you wish to place your statement in the record? 

Mr. Bisseui. Yes, sir. I assumed this statement could be put in 
the record, if it is satisfactory to the committee. 
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Chairman McKetriar. It will be put in the record at the proper 
place. 

Mr. Bisse... Yes, sir, and then I can summarize it very briefly, if 
you wish me to do so. 

(Mr. Bissell’s prepared statement is as follows :) 


THE MuTrvaL Securtry PROGRAM 


I am with you today to discuss the funds needed for the Mutual Security 
Program. In passing the Mutual Security Act, the Congress has decided that 
economie support to other countries is necessary in the interests of our coun- 
try’s security. I should like now to explain to you why the specific amounts under 
consideration are needed. In dealing with this question, I would like first to 
take up the title I countries—the nations of Europe that have been receiving 
aid under the Marshall plan—and then the title III programs for the free 
countries of the Pacific and Southeast Asia. 

We are now engaged in supplying our allies in Europe with arms on a very 
large scale. This is being done for the mutual security of our allies and our- 
selves, in the expectation that we can build the defenses of Western Europe to 
a level that will discourage Soviet aggression and resist that aggression if it 
occurs. In a sense, these gifts of arms constitute economic support, in that 
they relieve the recipients of an economic burden each nation would otherwise 
have to carry for itself. These gifts of arms are being made on the assump- 
tion that there will be armies and navies and air forces to receive them and 
put them to use, forces that will have bases to operate from, communications to 
serve them and strength to use them. Under mutual security plans, we look 
to our allies to raise, train, and maintain these forces, equip them to the extent 
they can, and build the airbases, ports and communications networks neces- 
sary for them to operate effectively. 

The question we are dealing with today is this—can the European countries 
perform these tasks which we depend on them to perform for our mutual secu- 
rity, within the time assumed to be available, without help from us in the form 
of resources other than finished weapons? Here let me emphasize the time 
factor. If the job could be spread over a long period of years, then it might be 
manageable by the Europeans alone. If, on the other hand, the policy is to 
push forward as fast as possible and get adequate defenses at the earliest 
practicable moment, they will need our help. Our calculations are based on 
this second assumption—that speed is of the essence and that the momentum to- 
ward a realistic defense build-up that has been gained in Europe in the past 
year should not be lost or allowed to dissipate. The countries of Europe will 
need from us things other than finished weapons if they are to do their part of 
the defense job within the time limits set by present military plans. 

Precisely because the help we give the Europeans in the form or resources 
other than finished weapons will make it possible for them to do their part of 
the job, every dollar spent for this purpose will make a very large contribution 
to our own security. The security we will gain by enabling our allies to do their 
part is a very good bargain. We have had to compare what the Europeans 
could have been expected to do with the amount of aid originally requested 
of the Congress and what they can now be expected to do if the Congress ap- 
propriates the full amount authorized. It is our best estimate that, largely 
as the result of the cut already made, we must expect defense expenditures 
by the European Governments to be nearly a billion and a quarter dollars smaller 
than we hoped they would be able to make. In other words, with $1 of economic 
aid from the United States we obtain the equivalent of nearly $2.25 in military 
expenditure by the recipient countries, 

There is no mystery about this multiple effect of our economic aid. By en- 
abling the Europeans to buy from us the essential resources they need, such as 
raw materials, machine tools, and some of their food, we make it possible for 
them to put more of their own resources, that is, their own plant and labor, to 
work. Thus, more help from us in this form both encourages and makes possible 
more effort by the Europeans in the interest of the common defense. Moreover, 
the equivalent of two dollars and a quarter additional in direct military spending 
will pay and feed many more soldiers in Europe than in the United States. It 
is for these reasons that General Eisenhower, as well as our own Department 
of Defense, have emphasized the importance of economic aid to complement our 
help in the form of finished weapons. 
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To make clear the basis for these statements, I would like to outline to you 
in quantitative terms what it is we expect the Europeans to do this year and 
why they need economic aid from us in order to be able to do it. To begin with, 
we expect them to increase their total military expenditures from $7.6 billions 
in the fiscal year 1951 to just under $10.5 billions in the current year. These 
figures cover the whole group of Western European countries. For the North 
Atlantic Treaty countries and Germany we believe there should be an increase 
from $7.2 billions to $10.2 billions. In other words, they will step up their ex- 
penditures by nearly 40 percent. To put these figures in the proper perspective, 
you should realize that our European allies are already spending nearly 50 per- 
cent more money on defense, measured in constant dollars, than they spent in 
the last full year before the outbreak of the Second World War. By the latter 
part of the current fiscal year their spending, again measured in constant dol- 
lars, will be running nearly two and one-half times as much as in the last prewar 
year. By the end of this year all of our European allies excepting Italy and 
Germany will have more men under arms than they had at the beginning of 
1939. Not only is the job we expect the Europeans to do larger in absolute 
amount than their prewar rearmament effort; it is also far greater in relation 
to their resources. In this fiscal year the North Atlantic Treaty nations as a 
group will be devoting more than twice as large a proportion of their gross 
national product to defense as they were on the eve of World War II 

This is the job we think they can do. In order to do it the European countries 
will have to increase their total production. Last year their gross national 
product, which is the best measure of their total production of goods and services, 
was approximately $133 billion, only a little better than a third of our own. We 
believe the Europeans can and must increase their production by $5 billion to 
just over $138 billion. These countries have the resources that will make 
possible such an increase; they have the skilled labor, the industrial plant, 
and we believe they can obtain the necessary food and fuel and raw materials, 
provided they can afford to pay for them. Even this increase in their total 
production may leave some plant and labor unemployed in Europe. gut a 
failure to achieve at least this large an increase would mean that, at a time 
when the security and well being of the free world require the maximum possible 
production by these countries, they would nevertheless be running their produc- 
tive plant at less than full capacity. Such a failure to increase total production 
would reduce the pace of rearmament below the figures I have just quoted. 

I have said that if the Europeans are to do their share of the defense job 
they must increase their total production by $5 billion. The question of imme- 
diate and direct concern to us is why they have to have economic aid in order 
to do so. The answer is that the Europeans cannot increase their total produc- 
tion without at the same time increasing their imports from the rest of the world. 
Europe imports perhaps half its raw materials, a quarter to a third of its fuel, 
and a fifth of its food. It is impossible to increase industrial production with- 
out importing more fuel; without importing more wool and cotton, more non- 
ferrous metals, more iron ore, and more lumber. Europe will import nearly 
40 million tons of coal from the United States alone in the current fiscal year. 
Finally, it is impossible to put the unemployed to work in Germany and Italy, 
to increase working hours, and to shift labor from services and agriculture into 
industry, all of which developments mean more take-home pay, without allowing 
the people who are working harder or at higher paid jobs to buy more bread. 
And if the bread is to be available on the shelves, Europe will have to import 
more grain: In short, to rearm, Europe must produce more; to produce more, 
Europe must import more. Specifically, the Europeans must increase the physi- 
cal volume of their imports by some $570 million worth of goods and services. 
To obtain this larger volume and to cover the rise in prices that has already 
occurred, they will have to pay about $1,125 million more than last year for 
goods and services that can only be bought in the dollar area. 

In spite of this enormous and unavoidable increase in their dollar outlays, 
we believe the Europeans can do the job with considerably less help than they 
received last year. But even with a $5 billion increase in total production they 
cannot expand their own earnings enough to pay for all the raw materials, tools, 
and food that they must have if they are to increase production and divert 
most of the increase into rearmament. It is important to understand why 
this is so. The reason is that, if the Europeans do their part in building up 
the defenses of the free world, they must divert to military purposes the man- 
power, raw materials, industrial plant, and other economic resources that could, 
in a more peaceful world, be turned into exports. Moreover, it is plainly in 
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our interest that the Europeans not be compelled to put exports ahead of re- 
armament. They could undoubtedly sell more automobiles, airplanes, sewing 
machines, and machine tools to us and to the Latin American countries if they 
were to give their export industries a higher priority than rearmament. Indeed, 
we may force the Europeans into just this course of action if we are unable to 
help them pay for their imports. But there are few Americans who would be 
happy with such an outcome. 

It is, | believe, most desirable in the interest of the United States that the 
Europeans should, on the other hand, not allow the process of rearmament to 
cut into their exports, because if this should happen, much of the progress toward 
economic solveney during the past 3 years would be lost. If the Europeans 
do succeed in maintaining approximately the present volume of exports, which 
is what we have assumed about most of the countries other than the United 
Kingdom, the continental countries will earn about $75 million more this year 
than they did last year. To this extent they will be able themselves to pay 
for a part of the increase in their imports. But this is as much as the Europeans 
can do, except at the direct cost of their own defense effort. In summary, tie 
hard facts that make it necessary in the interest of the United States to provide 
economic aid to Europe are, first, that the Europeans must increase their imports 
in order to expand their total production, and second, they cannot divert their 
increased production into exports except at the expense of their defense effort. 

These same facts also determine the amount of aid that will be necessary 
to enable the Europeans to spend $10% billion on defense this year. They will 
have to make dollar payments of approximately $6.4 billion for goods and sery- 
ices as compared with current earnings of $3.4 billion. The deficit of about $3 bil- 
lion will be sharply reduced by about $900 millions of United States Government 
disbursements in Europe for troop pay, so-called offshore procurement of military 
supplies, and other items. The remaining deficit is expected to be approximately 
$2.1 billion. This figure is somewhat misleading, because it includes the United 
Kingdom to which it is proposed to provide no economic aid. Eliminating the 
United Kingdom, the deficit will be just over $1.8 billion. Approximately $400 
million of this deficit of the continental countries can be covered by a drawing 
down of dollar reserves in the cases of one or two countries and by drawing on 
goods in the “pipeline”, that is, items paid for out of previous years’ appropria- 
tions which were not physically received until after the beginning of the cur- 
rent fiscal vear. But there will remain a deficit of about S970 million which 
cannot be covered in any way except by our aid. If we cannot finance the 
Europeans’ imports to this extent, their total production will suffer, or more 
of their production will have to be diverted to exports, and in either case their 
defense effort will be reduced. As I have already stated, if it were possible 
for us to finance some S600 million more imports for the Europeans, it is our 
judgment that they could and would spend nearly $1,250 million more for defense 
purposes. If we are unable to finance this volume of European imports, the 
consequence, stated very simply, will be a cut in the European defense effort 
at the rate of $2 to $38 to $1. 

To complete this explanation of the need for economic aid to the European coun- 
tries in this fiscal year, there are two more questions that require direct answers. 
First, why cannot the Europeans support more of their defense effort at the 
expense of their own standard of living? Why is it that to be able to increase 
their defense expenditures, they must increase their total production even more? 
It is impossible, of course, to answer these questions with a precise calculation 
of the minimum tolerable standard of living for Europe. The answer can reflect 
only an informed judgment. Nevertheless, there are a number of very concrete 
considerations that underly the judgment implicit in the figures that are before 
you. In Western Europe as a whole, the standard of living has just about re 
turned to its prewar level after 12 years of real privation, shortages, and 
inflation. In most of the northern countries, notably Norway, Britain, and The 
Netherlands, these have been vears of austerity with rationing still in force and 
many types of goods ranging from meat to automobiles difficult or impossible to 
attain. In these countries it is hard to see how the screw can be turned much 
tighter. Nevertheless, it is our judgment that in Denmark, The Netherlands, and 
Britain the standard of living must fall this year below the level attained in 
1950-51. A part of their rearmament will be paid for in a lowered standard of 
living. ‘ 

In another group of countries, notably France, Italy, and Germany, postwar 
dislocations have taken a different form. Not only has the average standard of 
living been depressed, but particular groups, especially the white-collar and in- 
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dustrial workers and the receivers of fixed incomes, have suffered severely because 
inflation has so sharply cut into their real incomes. In these countries, the 
danger is not simply that the standard of living will be reduced to an intolerably 
low level but, rather, that defense expenditures larger than now projected 
would plunge them into inflation. Already the level of wholesale prices has 
risen 30 percent in France since the outbreak of war in Korea. ‘Taxes are already 
taking a large share of the total income of the country, ranging from nearly 14 
percent in Italy to 22 percent in France and over 28 percent in Germany last 
year in comparison with 22.7 percent in the United States. In Italy and Ger- 
many, there is considerable unemployment. As production expands and the 
unemployed find jobs, they will live better. In both of these countries, and also 
in France and Belgium, men will work longer hours and will shift from under- 
paid occupations into better jobs in defense production. Many individuals 
inevitably earn larger incomes in these ways as defense production expands, 
If they are not able to buy more goods, the already dangerous inflationary 
pressures on the European Continent cannot be contained. 

These are the main reasons why European rearmament must come mainly out 
of expanded total production and only in part and in a few countries out of re- 
duced standards of living If, against the background of the last 12 years, re- 
armament has to be bought at the price of a major lowering of living standards, 
renewed inflation, and a loss of hope for any better life, there will be no net 
gain in the streneth of our allies. The progress we make in reducing the threat 
of external aggression will be offset by a renewed threat of internal aggression 
in the countries that are our allies. The Europeans will have to make many 
sacrifices to do their part in building the military strength of the free world. 
But rearmament will be useless unless the Europeans as individuals feel they 
have something to live for and unless the fabric of society in Europe is firm. 

The second and final question which requires an answer is one we are often 
asked: Why does not the remarkable achievement in expanding industrial pro- 
duction since the beginning of the Marshall plan enable the European countries 
to stand on their own feet today?’ Industrial production is running at a level 
some 42 percent higher than in 1938. Agricultural production is nearly 10 per- 
cent higher. Where is this increased flow of goods and services going? Why 
cannot the Europeans at least live as well as they did before the war and still 
have ample resources for rearmament ? 

The facts supply a perfectly clear answer. An amount equal to about 16 per- 
cent of prewar industrial production is going into increased exports of industrial 
goods, Which earn money to pay for imports. These earnings are needed to re 
place the income from investments that had to be liquidated to finance World 
War Il and to make up for the relatively higher prices that Europe must pay 
for its imports. This increase in exports has been a major factor in the redue 
tion of balance of payments deficits from about $8.5 billions, in 1947 to less than 
S2 billions in 1950-51. Even this large increase in the volame of exports, how- 
ever, has been insufficient to make Europe independent of outside aid. Over and 
above this use of Kurope’s increased industrial output, an amount equivalent 
to some 10 percent of prewar industrial production goes to meet the needs for 
industrial goods of the increased population in Western Europe, which has 
risen by 10 percent since 1938. This slice of increased output is what is needed 
merely to maintain a standard of living no higher than it was 13 years ag 
Another share of the increased output equivalent to about 8 percent of the 
IMSS total goes into capital investment both for continued reconstruction and to 
meet the stepped-up needs of the armament-supporting industries. And even 
With this higher rate of capital investment, the Europeans have barely made a 
start on providing housing for their increased population. The final slice of 
increased industrial output, roughly equal to 8 percent of total prewar industrial 
production, is already going into the defense effort. 

This comparison of Europe's position today and its position before the war 
summarizes the answer to the question: Why does Europe need help from us in 
the form of resources other than finished weapons? The Europeans are living 
no better than before the war. They are exporting far more iu the effort to pay 
their own way. They are already putting more of their production into defense. 
They are putting more of it into capital investment, and they must continue 
to do so if they are to become self-supporting and to carry the load of their own 
military establishments. With these demands on their resources the European 
contribution to rearmament must come out of increased production. And this 
Will not happen, production will not increase, unless we help the Europeans not 
only by supplying them with many of their weapons, but also by giving them 
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some of the raw materials, tools, and other goods they must import in order 
to be able to use their own resources to capacity. 

I have taken perhaps a disproportionate amount of time to discuss the require- 
ments of the title I countries. That is the area on which public and congres- 
sional discussions have centered and where the most serious cuts have come 
in the amounts of aid requested by the executive branch. I want to speak 
briefly of the no less important funds authorized for programs in countries 
of south and southeast Asia. 

In these areas our security interests are clear. Secretary Acheson and Sec- 
retary Lovett have outlined the objectives of the United States in military and 
political terms—to develop military power to the maximum extent feasible, 
to maintain internal security and disconrage Communist aggression, to enlist 
the forces of nationalism with the rest of the free world instead of with com- 
munism and to promote stable, free governments and institutions, 

In economic development lies one of our strongest hopes of achieving these 
objectives. Against the false promises of the Communists we mean to match 
American deeds. The Communists hold out false hopes of betterment to the 
underdeveloped countries, if they accept Communist leadership. We show the 
peoples of these countries that the free West can do as well as talk. They 
have things that we need and want. We have things that they need and 
want. The thing we both want most is that they should become increasingly 
strong and stable. The energies and hopes that have led these vital peoples 
to independence are now turning to economic development. With our help, they 
can get on with the job. The funds requested for title LI] relate to the require- 
ments of specific projects. The amounts are small, compared with the job to 
be done. For the immediate future, the amounts that should be made available 
are determined less by the needs than by practical possibilities for realistic 
projects and by other demands of our resources. 

In closing, I should like to say that I think the Congress has very wisely 
brought many superficially diverse elements into this accurately named _ pro- 
gram—the Mutual Security program. The very title reflects the understanding 
of the United States that our security depends on strength of many types at 
home and in other free nations—military, economic, social, and spiritual strength, 
We cannot forget the dangers either of internal subversion or external aggres- 
sion. If we and our allies forget these complexities and seek to rely on military 
force alone, or on economic prosperity alone, or on political astuteness alone, 
or on faith in our destiny alone, or on belief in the superiority of our institutions 
alone, we are not realistically safeguarding our mutual security. The economic 
aid funds in the bill before you form an indispensable element in this Nation’s 
world-wide security system and I respectfully urge your approval of the appro- 
priation in the full amounts authorized. 


ECONOMIC ASSISTANCE PROGRAM 


Mr. Bisseiy. I am discussing as the members of the committee know, 
{ think, the economic side of this program. I will mention briefly the 
figures involved. The total appropriation request for economic assist- 
ance is $1,485.4 million for all titles. Of that amount, $1,022 million 
is for title 1, which is the European countries, but also includes Greece 
and Turkey; $160 million is for title 2, the Near East and Africa: 
$282.2 million is for title 3, which covers South Asia and South Asia 
in the Pacific area. 

Chairman McKetriar. That is in the House report ? 

Mr. Bissett. These amounts, I think, except in the case of title 3 
figure I mentioned are the same as the sums in the House report, Mr. 
Chairman. 

Title 4, the American Republics, the sum is $21.2 2million. Thereisa 
carry-over from the previous fiscal year of $57.1 million, which ex- 
plains the total. 1 may say, Mr. Chairman, if I may do so, I am 
speaking for the ECA and our concern is with Europe and with the 
Asiatic countries in title 3. It is to those that I will address my re- 
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marks. If I may, I will start with much the largest element in this 
program, which is the European part of it. 

As Secretary Acheson and Secretary Lovett testified this morning, 
there is included in this appropriation request a provision for a large 
amount of arms to be supplied to our allies in Europe. 

Senator Fercuson. What is your intention now as to how much you 
will transfer from the military to the economic / 

Mr. Bissevt. There is no determination of that as yet, Senator Fer- 
guson. We have done some of the staff work on it and the final de- 
cision, I think, will turn quite largely on the development of the British 
position during the year. 

Senator Fercuson. What do you mean by the British position ¢ 


FINANCIAL CONDITION OF UNITED KINGDOM 


Mr. Bissetu. There is no provision for economic aid in the figures 
before you for the United Kingdom. But the British financial and 
economic position has worsened very sharply in the course of the last 
2 months. 

Senator Corpon. Why / 

Mr. Bissety. Mainly, Senator, three or four developments. One 
reason is that the Iranian oil crisis cost the British dollars at the rate 
of about 350 to 375 million annually. The second factor is that during 
the latter part of the spring and the summer months, British imports 
and also the imports of the other sterling area countries from the 
Western Hemisphere increased much more largely in amount and more 
rapidly than anybody had foreseen and they are now running at an 
annual rate a great many hundreds of millions above the rate of 
vear ago. 

Senator Ferguson. That would indicate that this Nation has in 
the future got to keep itself in the position of giving aid to any nation 
whose balance, as far as dollars is concerned, diminishes. is that 
correct 4 

Mr. Bisseti. No, Senator. 

Senator Frrevuson. Isn't that just what you are looking at here 
now’ When you mi ade this up Britain did not need a dollar. Along 
comes some little thing in the world and England is cut off from 
her market and we immediately have to make it up. If we don’t buy 
oil from them, we have to give them dollars anyway, is that it / 

Mr. Bisset. Senator, could IT make clear the status in the matte: 
in answer to your original question ¢ 

Senator -Fercuson. This last question imdicates that we have just 
got to be alert to keep every country in the world solvent. 

Mr. Bisset. It is at least my personal view that will be a most 
unwise and improper position for the United States Government. 

Senator Frercuson. It is an impossible position. 


TRANSFER OF FUNDS 


Mr. Bisseuy. I think, as you say, it is an impossible situation. I 
didn’t mean to say or imply ‘that I thought that is what we should do. 
You asked me, sir, what decision had been made about a transfer of 
fund and I indicated that this is one of the elements of uncertainty 
in the whole situation that would eventually have a bearing on that. 
As it happens, Senator Ferguson, there is not only no decision on that 
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particular matter as to whether we should pay any attention to the 
British position, but there is not any recommendation that | know of 
on that matter from any—that is, any firm recommendation by any 
part of the Government. 

Senator Fercuson. How do you account for the change in the con- 
ference report when both the Senate and House had agreed ona 5 
percent transfer that it became 10, if you had not worked it out and 
knew that you would need 10. 

Mr. Bissett. We had never worked any figures out, or even a pro- 
posal for a transfer of funds until after the conference report was 
made public. To the best of my knowledge, no representation was 
ever made to the conference committee to the effect that a specific 
amount was proposed to be transferred. 

Senator Corvon. Was there a representation made that the amount 
should be imereased from 5 to 10 percent to provide for that 
eventuality ¢ 

Mr. Bisseiu. Not to the best of my knowledge and belief, Senator. 
What was said consistently to the conference committee and to both 
the authorizing committees in the course of testimony was that in our 
view, it would serve the United States interests to devote a sizably 
larger sum of money to this set of purposes than was covered in the 
authorizing legislation. I think that was cone in perfectly public 
and open testimony and the reasons therefor were explained. I have 
presumed that what was in the mind of the conference committee, 
Senator Cordon, was that in the view of the heavy cut imposed espe- 
cially on that part of the original authorization request, the flexibility 
should be left. 

Senator Corpon. I regret that amount for economic aid was not 
doubled and the other cut two or three times. As far as your view 
to economic aid is concerned, you won't find any argument from me. 

Mr. Bisseii. I pointed out we are giving aid in the form of military 
Weapons ina large scale. Of course, in a sense in so doing we are in 
that very act giving economic support to these countries in the sense 
that we are helping them to carry a load which otherwise they might 
have to carry themselves. However, the main point I wish to make in 
that connection is that our provision of aid in the form of weapons is 
clearly on the assumption that our allies will have the men, that is, 
will have and train the forces to use them, and that these forces will 
have bases to operate from and lines of communication. 

Senator Corpon. Who is going to tell us how far that hope has been 
realized as of now—will it be someone else / 

Mr. Bissett. I can give you the answer to that question insofar as 
they take the form of rates of expenditure, the budgets of these 
countries, the whole financial and economic side of it. 

General O_msrep. I can give you the military aspect of it, if you 
like, Sl 


EFFORTS OF EUROPEANS TO COOPERATE WITH PROGRAM 


Mr. Bissriu., The question to which I wish to address myself is 
whether the Europeans can perform these tasks which are their part 
of the defense effort and without which our direct military aid to 
them will be useless within the time that is believed to be available 
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for the performance of those tasks without help from us in the form 
of resources other than finished weapons. I would emphasize that 
the time element is important. If there were plenty of time for the 
K uropeans to rearm they would not need our help. 

Senator Corpon. Are you summar izing your statement ‘ 

Mr. Bissett. Yes. 

Senator Corpon. 1am on page 2. I notice this statement 

Under mutual security plans we look to our allies to raise, train, and main- 
tain these forces, equip them to the extent they can, and build the air bases, ports, 
and communications networks necessary for them to operate effectively. 

That statement would indicate that you expect each nation to have 
its own forces, its own air bases, its own ports, and its own communi- 
cation networks, is that the plan ¢ 

Mr. Bissety. Not separately necessarily, Senator. For instance in 
the case of air bases, it is proposed for the whole series of them to be 
built as parts of a single North Atlantic Treaty project under the 
approval of “Aelia Kisenhower’s headquarters. ‘There will not be 
any sort of final decision, as I understand it, even which country’s 
forces will occupy which bases until after they are completed. 

Senator Corpon. Then is not that statement more or less misleading 
or either meaningless ¢ 

Mr. Bissett. May [I add the word “we look to our allies collectively.” 
There was no implication intended here that we expected each to do 
his own part of the job in separation of the others. 

Senator Corpon. You don’t really do that, do you? Aren't we go- 
ing to build the air bases in France and other places ¢ 

Mr. Bissetit. We are, for our own forces and we will make some 
contribution to this common service of facilties. 

Senator Corpon. If we build an air base, it is an air base that is there 
for the collective use of all the t roops of the NATO countries, is it not / 

Mr. Bissetn. I would question whether one could say that, sir, for 
the air bases we are building in Morocco for the use of the United 
States air base. 

Senator Corvon. It is true with reference to Morocco if we had any 
need to call the allies in that area. 

Mr. Bisse.n. That is correct. 

Senator Corpon. So there is no basis on which you can differentiate 
this air base you e xpect them to build and this one you don’t ¢ 

Mr. Bissetn. That is right. 

Senator Corpon. That is the reason I made the statement about 
the sentence. The sentence standing there would inevitably lead 
to a conclusion that it is not constant with the plan outlined to us. 

Mr. Bissetn. Senator, the sentence as I hope will ap pear to the 
context is supposed to refer to the E uropean forces se ‘re. The point 
that it is intended to make is not to describe the way in which they 
will be organized or operate but the nature of the economic load that 
is going to be imposed on the countries by the necessity of doing this 
part of the job. 

Senator Corvon. One of your big troubles up to now has been the 
fact that you have been un: able to reach conclusions as to not what is 
necessary but who is going to pay for what. Is that not right? 

Mr. Bissett. That is correct. 
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AIR BASES IN EUROPE 


Senator Corvon. That goes particularly to air bases. 

Mr. Bisseiu. That is correct. 

Senator Corvon. We have only just very recently reached an agree- 
ment with France whereby France furnishes the land and we furnish 
everything else for the air base. Is that not right ? 

Mr. Bissevy. I cannot speak to the case of United States air bases, 
sir. The NATO bases—the agreement, as I understand it, was 
reached in Ottawa and provides for a contribution by us but by no 
means the whole cost. 

Senator Corpon. I am speaking of the air bases in France proper. 

Mr. BissecL. As I say, the particular group that I happen to know 
about are a North Atlantic Treaty project; and there, as I understand 
it, we make a contribution to the costs other than land. We don’t 
cover all of those costs. 

Senator Corpon. Will somebody be able to tell us whether this 
statement is an accurate statement, whether in fact we not only look 
to, because that would express only a hope, but we have agreements for 
the NATO countries to build the air bases in the NATO countries— 
and I am not speaking about their possessions—which will be com- 
prehended in the over-all defense program with respect to those coun- 
tries. Is that what you meant to say and is that correct ? 

Mr. Bissevu. I believe it is, Senator Cordon. If I may put in my 
words again what I intended to say in writing down this sentence. 
The preceding sentence refers to the European forces that will be 
raised by the E uropean governments. 

Senator Corpor. That is right. That is why I asked you the ques- 
tion of whether you were going to have them separate, so they would 
have their own bases, or whether this was an integrated operation. 

Mr. Bisserz. That is correct. But we do expect in general that 
the European governments will, with such aid as is eventually pro- 
vided by us, collectively pay the costs of their forces. 

Senator Corpvon. Of course, you can understand that sentence does 
not mean anything. You start in by saying “in general,” and you 
may have a general idea that may eventually be effectuated and may 
not. And then you get down to the proposition that in general they 
are to build them with such aid as we furnish, which might be all of it. 
So, there is no basis at the present time for us to have specific informa- 
tion as to whether those bases will be paid for by American taxpayers 
or by our NATO allies; is that right ¢ 

Mr. Bisseii. Senator, I think in the case of the group of bases that 
was discussed at Ottawa we do have information on the approximate 
payment made by the United States and the approximate contribu- 
tions that will be made by our allies to their total cost. 

Senator Corvon. Can we have those figures 

Chairman McKetiar. Will you put those in the record ? 

Mr. Bissett. I don’t know whether those figures are classified. I 
will certainly make them available to you, sir, and I presume they can 
go into the record. 

(The figures referred to are as follows :) 

At a recent meeting of the North Atlantic Council in Ottawa, the member 
nations agreed upon an arrangement for dividing the cost of certain military 
facilities, including airfields urgently required by General Eisenhower. These 
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facilities represent the second group to be constructed in Buropean NATO coun- 
tries. The first group were paid for exclusively by the Brussels Treaty countries. 
Combining the costs of these two groups the United States share represents 
approximately 32 percent, and that of our NATO allies approximately 68 percent. 
No cost-sharing arrangements have been developed for future programs. It has 
been recognized that the communications facilities have certain civilian value 
and adjustments to our credit will be made accordingly on the basis of operating 
experience, and the residual value of all these military facilities will be subject 
to adjustment. 


MILITARY BUDGETS OF NATO COUNTRIES 


Mr. Bisseti. Moreover, could I say this, Senator Cordon: With 
reference to other items covered or referred to in that first sentence, I 
can give you now, or for the record if you wish, a statement of the 
total military expenditures by each of these countries out of their own 
budgets that we believe they can and should make in this fiscal year, 
and we have assumed that they were going to spend those amounts 
of money as a very precise measure of the economic costs of their share 
of the job. 

Senator Corpon. You have assumed those. Do you have an agree- 
ment to do that ¢ 

Mr. Bissevi. The status of the figures varies from country to coun- 
try, Senator. In most cases these figures are based on national 
budgets that have already been passed in the countries in question so 
far as those cover the period. 

Chairman McKetrar. Will you put those figures in the record? 

Mr. Bissett. Yes, sir. 

(The figures referred to are as follows:) 


Defense expenditures of the European countries participating in the foreign-aid 
program 


[In millions of dollars] 


United States fiscal 
year ending— 


Country TS tee 
1951 1952 

Belgium-Luxemburg ; 250 375 
Denmark 56 90 
France. . . Diba - 2, 235 2, 600 
Italy 650 800 
Netherlands 220) 400 
Norway 66 100 
United Kingdom 2. 450 3, 885 
Germany ‘ 1, 210 ( 

Austria 13 13 
Greece 179 143 
Turkey 192 188 


No figure is available, since the German defense contribution is now under negotiation. 
FINANCIAL SHARE OF MILITARY PROGRAM 


Mr. Bisseix. In other cases they are based on estimates that the 
countries have submitted to the North Atlantic Treaty Organization 
stating their intentions with regard to the expenditures. 

Senator Corpon. That raises one of the most material and basic 
questions in this whole program, and that is as to whether there has 
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been and is now in existence any agreement that specifically provides 
for a country to do specific things and to expend specific moneys 
therefor in consideration of which B company has its obligations and 

C on down through the NATO list. If that kind of agreement be 
oe that is one thing. It is quite another if we are out just going 
on hope and outlining a desirable ideal which we know we won't 
reach and then a possibility that conceivably we might reach and 
then, let us say, a desirable practical one that we think is within the 
reach of our allied countries, and then seek only to induce that kind 
of cooperation, working just day by day toward that but without any 
advance plan and agreement to reach it. There is all the difference 
in the world between the two. If we are in the field of hope and 
nothing more, then let us know it, and our inquiry would go to what 
facts are available upon which we can conclude that the hope i is or is 
not. justified. If we have an agreement, then it is quite another 
thing. 

Mr. Bissett. Senator, may I answer first the financial part of that. 
May I first answer generally in these terms. These figures really are 
based on the statements of intent by governments but definitely not 
on firm international commitments. Now, sir, may I off the record 
take one example which I think will illustrate what I mean by that 
statement ¢ 

Chairman McKetrar. Off the record. 

(Discussion off the record. ) 

Senator Rorerrson. You say they have been spending 7.2. You 
think they ought to go up to 10.2 

Mr. Bissein, 10.5. 

Senator Ropserrson. That is based on 133 billion national income, 
of course. Isn’t it true we are going to spend over 40 billion in the 
“an fiscal year ¢ 

Mr. Bissenx. It is, and the Europeans will not be spending as large 
a proportion of their total national income or gross nation: al product 
as we will in the current year. The figure you have is not the figure 
of what we are asking the 4m todo. It is considerably below the figure 
we are asking them to do. We have discounted out asking requests 
appreciably in that figure. 

Senator Roserrson. I can’t follow your argument in that respect, 
with all due deference. 

Mr. Bissevu. I will go into it a little later if you wish me to do so. 

Senator Roperrson. I don’t want to extend the hearings any more 
than is necessary. 

Senator Corpon. Mr. Bissell, I can understand that in this kind of 
convention reasonable minds can differ as to whether it is not wise to 
go forward with hope alone buoying you up as to how far the Allies 
will go with you and to spend money on that hope. Such an argument 
might include the prov ision; without that, there is no hope for anyone. 
I appreciate that. I would only like to know whether that set of 
facts—that is all I seek to know; there is nothing impliedly critical 
in my questioning—I am just trying to get at the basic facts as to what 
is the understanding and to what extent do we have commitments 
and in what field are we hopeful that we can reach targets but where 
we have no commitment. 
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Mr. Bisseti. I understand. I made perfectly clear we do not have 
commitments on these figures for military expenditures. We do, how- 
ever, have, I think, more than pure hope. For instance, in many cases, 
half of the period we have covered is already provided for in budgets 
that have been passed, and those are firm and final governmental 
decisions. They are not commitments to us, however, you understand. 
As to the balance of these figures, sir, if you like, there is an element 
of hope in them; but in every case they reflect a knowledge of budgets 
in preparation, of intentions of ministers. They usually reflect con- 
versations with those ministers. and it is the kind of intention that, 
let us say, the Secretary of Defense might be able to express now about 
his 1954 budget. 

Senator Corpon. He has a background of experience for a good 
guess that we might not have here. 

Mr. Bissett. We have tried to develop as good a background for 
just that kind of guess, and that is the nature of the guess for a part 
of the sums involved. 

Chairman McKe tar. All right, sir, go ahead, please. 


ECONOMIC AID REQUIRED FOR MILITARY PROGRAM 


Mr. Bissexz. Mr. Chairman, may I come next to the point raised 
briefly by Senator Robertson. We have had in preparing the figures 
for this committee and this appropriation request to compare what we 
believe is possible for the Europeans to be able to accomplish on the 
basis of the sum we are now requesting—-namely, $1.482,000,000—and 
what they might have been able to accomplish if the Congress had 
appropriated the full amount originally requested, which was some 
nearly $600 million more. On the basis of that compar ison, it is our 
belief that the difference of a little under $600 million in economic help 
will make a difference of over $1,400,000,000 in their military expendi- 
tures. It is in that sense, sir, that it can be said, I think, truthfully 
and accurately that an extra dollar provided for these purposes by the 
United States can make possible an expenditure of about $2.25 addi- 
tional by the Europeans themselves. I think it is not surprising that 
the fund we give them in this way should have that effect because in 
effect what we are doing is to supply the Europeans with machinery, 
raw materials, foodstuffs, the items that they need to keep their own 
productive facilities running at full capacity and their own economies 
functioning. 

It is, I think, therefore understandable that some extra he ‘Ip in those 
forms from us can produce very much more than the same increase in 
the defense effort of the Europeans. To make clear the basis for these 
statements, sir, 1 would like to outline to you with the main figures 
I think are relevant, what it is we expect the Europeans to do this 
year and just why they need a rather specific amount of economic 
aid from us to enable them to do it. We believe, as I think Senator 
Robertson mentioned, sir, that they should and can spend in the 
current fiscal year some 1014 billions for military purposes. That 
is not only obligation basis. ‘That is what we would call an expendi- 
ture basis in our — budgetary pr: actices. That compares with 7.6 
billion for the last fiscal year. There is an increase of about 40 
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percent. As I mentioned to Senator Robertson, even with this figure 
of $1014 billion, the Europeans will be devoting proportionately less 
of their resources to rearm than we will. The reason for that funda- 
mentally is that they are enormously poor countries and they cannot 
in our judgment develop or put as large a proportion of their resources 
into what Senator Cordon this morning called this fundamentally 
wasteful uneconomic activity of rearmament. I would like, however, 
to put these figures in perspective with another comparison. The 
Europeans are “already spending 50 percent more on defense than 
they were just before the outbreak of World War II. They will be 
spending well over twice as much by the latter part of this fiscal year. 
They are not only spending much more in absolute terms, but they are 
spending 50 percent more of their total output. 

Chairman McKe tar. Is it increasing now ¢ 

Mr. Bissett, At the present time it is less than just before the out- 
break of the Second World War. 

Chairman McKetuar. All right, sir, proceed, please. 


EUROPEAN PRODUCTIVE CAPACITY 


Mr. Bissett. These figures, sir, will serve perhaps to define in 
economic terms the military job that we believe the Europeans can 
and should do in this current. fiscal year. In order to do that job, 
they have got to invest the total production in their economies. We 
believe that it is possible for them to do so, and indeed that they can 
increase it, from a gross national product of about 133 million in the 
fiscal year just ended by about $5 billion to 138 billion in the current 
fiscal year. ‘Those figures are expressed in terms of constant prices, 
that is, eliminating the effect of price increases. We believe there 
can be a real increase in their production of the order of $5 billion if 
they can get the raw materials they need and if they are able to pay 
for them. 

Senator Corvon. That latter of course is the gimmick. 

Mr. Bissett. Thanks, Senator. I was going to say just that. If 
the Europeans are to increase their total production by $5 billion in 
round numbers this year over last, they are going to have to import 
more from the rest of the world. I am sure the members of the com- 
mittee understand why that is the-case. Europe has always lived on 
imported raw materials. It has always been very heavily dependent 
on imported food. It imports all of its petroleum fuel. At the 
present moment, the Europeans are even importing coal from the 
United States at the rate of over 36 millions tons a year. Any group 
of countries so dependent as this for fuel and food and raw materials 
on the outside world cannot expand their production without also ex- 
panding what they buy from outside. 

Senator Corpon. May I interrupt you there? 

Mr. Bissett. Certainly, sir. 

Senator Corvon. What do you contemplate will be the major aspects 
of the $5 billion increase in production—general production that will 
have a market value around the world, 6r armament production which 
will have no market and represent not an increase in economic assets, 
but a charge against them ? 

Mr. Bissett. More than half will be in latter category, Senator 
Cordon. 
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os ator Corpon. So they are in the position, then, of an increase of 
, billions in production with a market value 4 

fee Bissett. T should think the figure is about 2.2 billion, Senator. 

Senator Corvon. As to that there should be no question at all of 
their ability to get the raw materials, take the raw materials, process 
them, sell them in the market, they have a profit and to have a profit 
they must of necessity have sold them to take care of the processing 
of the raw materials. That is right, is it not ? 


INCREASE IN THE VOLUME OF IMPORTS 


Mr. Bisseii. May I come back to that question just a few moments 
at a later point where I think I can answer it more clearly? At that 
time I can give you the figure. I think the question of immediate 
concern to us, sir, Which does lead me to Senator Cordon’s question is 
why, if the Europeans do increase their imports and increase their 
production as much as I have said, they can’t perfectly well pay for 
all the imports they need. Our estimate is that the increase in the 
volume of imports will have to be some $570 million. That is what 
it would measure if there were no price increases to be taken care of. 
But allowing for price increases, the Europeans will have to spend 
for goods and services 1 billion 125 million dollars more in the cur- 
rent year than they sent last year. The question then is why can’t 3 
Europeans, if they are spending something under a billion and ¢ 
quarter more dollars for imports of goods and services and produci a 
$5 billion more output pay for it? 

Senator Corvon. Is this 1.25 billion increase a constant dollar in- 
crease or a factual figure ? 

Mr. Bissety. That is a factual figure. The constant dollar will be 
570 million. 

Senator Corvon. Then you have another adjustment to make. In 
one place we are dealing with a constant production dollar value and 
in another case we are dealing with the present value dollar. 

Mr. Bissett. That is correct. I think I can give you the figure in 
the present value dollar if you wish, sir. I think the answer to this 
question is that the Europeans could undoubtedly use some of their 
increase in output for export and sell more goods to the rest of the 
world if they were willing and able, and if it were in our interest, to 
have them divert these resources from their defense effort and from 
certain other developments within their own countries that I will 
mention, sir, in a moment. They could sell more automobiles and all 
kinds of fabricated metal projects, more machine tools here and in 
Latin America and Canada. They could sell steel. They could prob- 
ably even reexport some nonferrous metals to use and find a market for 
these items. 

STEEL PRODUCTION 


Chairman McKetrar. Are they using as much steel as they have 
been producing ? 

Mr. Bisseti. Yes, sir. I think their steel production is higher than 
it has been certainly at any time since the war and ever ywhere except 
in Germany it is higher than ever in history. 

Chairman McKerxar. In the Ruhr it is very high. 
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Mr. Bisset. It is very high now, sir. I think in the Ruhr by itself 
it may be as high as prewar. But there was, as you remember, sir, 
considerable dismantlement of capacity and that is why it has not gone 
above the prewar rates there as well. 

Chairman McKe war. Is it in Russian Germany that steel is de- 
creasing ? 

Mr. Bissett. No, sir. I think even in the western part of Germany 
as a whole steel production is still just a little below the prewar rate 
and I think that is because their plant capacity is less today than it 
was just on the eve of the war. 

Chairman McKe tuar. Is it true that they have not kept up with 
modern tools in the manufacture of steel ? 

Mr. Bissett. Mr. Chairman, I have the impression that the German 
steel industry today is pretty modern and probably more so than 
any other in Europe. Just at the end of the war, they had fallen well 
behind us and I don’t believe they are by any means caught up to us 
in technique even now. 

Mr. Chairman, I think the very thing that we may force the Euro- 
peans to do, if we are unable to help them to pay for some of their 
imports, is to expand their exports so that they can more largely pay 
their own way. But that expansion of European exports would have 
to be at the expense of the military effort that I have defined in terms 
of the total expenditures to be expected. I think that is clear if one 
examines the nature of Europe’s exports to the rest of the world. 
They are very heavy fabricated metal products. The industry that 
make them and the materials that go into them are the very same in- 
dustries and materials that are needed for military purposes. There- 
fore, we have assumed in these figures that are before you, with the 
exception of the United Kingdom—that is a rather special case— 
these countries would about maintain the volume of their exports to 
the rest of the world, they would earn somewhat more money from 
them, but that they would not be able to and it would not be in our 
interest to have them divert resources on a sizable scale into expanded 
exports. 

ENGLAND'S DOLLAR POSITION 


Chairman McKetiar. You excepted England. England is not mak- 
ingasmuch? Why? 

Mr. Bissevt. In the case of Britain, Mr. Chairman, we expect that 
their dollar earnings from goods and services will drop quite sharply. 
The reason for that, however, is mainly the special circumstances of 
the loss of the Iranian oil which was a large source of earnings for 
Britain. 

Chairman McKetriar. Have they actually lost that yet or are they 
still holding on in a way to it? 

Mr. Bisset. Their revenues from that source has already largely 
disappeared, Mr. Chairman. That has already shown up in their 
financial position in the last month and a half. Actually Britain’s 
merchandise exports, I think, will hold their volume and perhaps be 
somewhat greater than last year, but their total earnings will be sub- 
stantially less for that reason. Britain is a special case. Also, how- 
ever, I would remind the Members of the committee, because we have 
made no allowance for any aid to Britain, and although the figures 
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are here included, they do not affect at all the estimate of the sum 
required, 

Senator Corvon. You still have not answered the matter of the 2.2 
billions which was not to be devoted to the arms program. 

Mr. Bissett. That is correct, Senator. I am coming to that now, 
if I may, sir. 

Senator Corpon. Go right ahead. 

Mr. Bissevu. I would like, sir, to pose this question, and I think it 
is the same one in these terms. Senator Cordon’s question was what 
about that part of the increase in European production that doesn’t 
go directly into military purposes. The answer to that I will give you 
in terms of these figures, if I may, Senator. Increasing into military 
production will be larger than I stated earlier, $3.5 billion of the total 
a rease in production i in Europe. 

Senator Corpon. That is $500 million more than vour other figure. 


INCREASE IN EUROPEAN CAPITAL INVESTMENT 


Mr. Bissett. There will also be an increase in capital investment 
from 22.8 billion to 23.2 billion. In other words, an increase of about 
$400 billion. There will be an increase in the total production of con- 
sumer goods for use in Europe from $92.2 to $93.6 billion. In other 
words, that is an increase of about $1.4 billion. So the answer is that 
part of the increase in production that doesn’t go into military pur- 
poses, some of it is going into heavier capit: al investment and some of it 
is going into exp: unded ¢ onsumption, That I think immediately raises 
the question, Why does this increase in consumption have to come 
about? Why should we be providing any aid if that is what is hap- 
pening in Europe? Why can’t the Europeans do more of this out of 
their own standard of living? 

Chairman McKeriiar. And one addition to that: Please answer 
whether politics is supposed to have anything to do with it. I take it 
not, but I am just wondering. 

Mr. Bisseti. Let me try to answer Senator Cordon’s questions as 
I have put them in this form. 

Chairman McKetuar. Very well. 

Mr. Bisseui. In the northern countries of Europe—I mean particu- 
larly Britain, Norway, the Netherlands, and those are the extreme 
examples—there has been a regime of great austerity, so-called, ever 
since the war. They have had continued rationing of quite a range 
of goods—consumer durable goods have at all times been scarce or 
unobtainable. It is our belief that in those countries they cannot 
retail their social establishment—their economic establishment—with 
very much out in their standard of living. Actually, however, we 
believe that is the case of the Netherlands and Great Britain, also in 
the case of Denmark among the North Atlantic Treaty countries, that 
a part of their rearmament can and should come out of their standard 
of living. 

Senator Ture. If I might ask this question: Could Great Britain 
increase its coal-mining operations and increase its coal even to the 
extent of exporting some coal to other countries in Europe and couldn’t 
Great Britain step up its production of domestic goods, as well as the 
armament program, if it could induce the worker to put forth a 
greater effort ? 
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Mr. BisseLi. Senator Thye, I think the answer is certainly “Yes” to 
the first part of your question. 

Senator Ture. On coal? 

Mr. Bisseut. Yes; definitely. The limiting factor on coal, as you 
probably are aware, sir, is manpower. The British have had grea 
difficulty ever since the war in keeping the working force in the mines 
That difficulty is acute today. 

Senator Ture. Might I ask the question why they are having diffi- 
culty keeping those miners in there? 

Mr. Bissevy. I can’t answer that within a conclusive answer. I 
think it is simply an unpopular occupation there. Generally since 
the war miners’ wages in Britain have been raised to the point where 
it is now a relativ ely well-paid occupation. 


ENGLAND'S COAL-MINING INDUSTRY 


Senator Brinces. In that connection, Mr. Bissell, is it true that 
they have not introduced labor-saving machinery in the coal mines 
in comparison with this country and other places that will make the 
mining of coal more efficient? Do they produce only a fractional 
part of tons of coal per man per day? 

Mr. Bisseii. That is correct. It is still today, I think, by our 
standard mechanically a very inefficient industry. I will say, Senator 
Bridges, that since tlhe war that is one industry in Britain which 
has been given just as much money for capital improvement as it 
has asked and which has had a clear and ov erriding priority in the 
claim on steel, on lumber for pit props, and everything else. The 
British have moved as fast as they could on that. 

Senator Bripces. I know when Senator Cordor and Senator Know- 
land were there—I do not know whether they recall a meeting they 
attended—we were called to a meeting with coal miners from 17 
or 18 coal fields in various parts of England. We talked with them 
at length and it was very evident to me that the working conditions 
due to the lack of modern coal-mining machinery was a factor. There 
was another factor also in that they had nationalized the coal mines. 
I thought that many of these men felt they were now working for 
the Government, that they and the Government officials didn’t ‘have 
the same incentive that they might have in private industry. I think 
those were reactions. I think Senator Young was there, too. You 
remember the meeting we had with them. 

Senator Youna. Yes. 

Senator Briers. Most of the people we talked with were reasonably 
intelligent miners, many of them secretaries and presidents of local 
mine unions, and so on. 

Mr. Bisseiwu. I think that is as full and complete an answer as I 
can give you, Senator, on the British coal mines. I think that the 
main move that needs to be made by the British at this juncture is 
to bring in more labor, which I think they could recruit quite easily 
in Italy, and try to get a quick increase in production in that fashion. 
I think on the second part of your question, about the British working 
harder, it is very hard to tell or to measure effort. I will say this: 
That productivity per man has been rising for the last 214 years 
in Britain very rapidly, more so I think than ever in recent British 








MUTUAL SECURITY APPROPRIATIONS FOR 1952 73 


history and indeed it has shown a greater rise percentagewise than it 
has in this country during the same period. So there is evidence 

Chairman McKe.iar. Notwithstanding our use of modern ma- 
chinery ¢ 

Mr. Bissett. You understand, Mr. Chairman, it is still far, far 
below the level in this country. All I say is that the increase, the 
improvement in Britain has been in percentage terms at quite a rapid 
rate in the last few years. 

Senator Corvon. Mr. Bissell, I followed your explanation here of 
what is going to happen to the expected 5 billion constant dollars’ 
worth of increased production. Doesn’t it necessarily follow that if on 
the basis of the present contributions to the mutual defense made by 
the European allies and the necessity for our furnishing additional 
billions which we term “economic aid,” but which is in fact, to a very 
great extent, supplemental military aid, that, that sort of additional 
drain on our own productive assets will have to be continued to be 
made and to increase as the proportion of the overhead military allo- 
cation in the European nations increase with respect to their total 
output. Isn’t that what we have to look forward to ¢ 

Mr. Bissett. Would you allow me to complete my answer to your 
previous question ¢ 

Senator Corvon. I beg your pardon, I thought you had. 

Mr. Bisset. I am sorry to be so long- winded about it but it is 
complicated. 

Senator Corpon. Go right ahead. 





INCREASED CONSUMPTION IN EUROPE 


Ir. Bissetyu. What I have said to you, sir, is that so far something 
over a billion three hundred million dollars was going to go into in- 
creased consumption and then I follow that up by telling you a list 
of countries where they are actually going to cut down the standard 
of living. To complete the answer I want to tell you where that in- 
crease in consumption is taking place. It is taking place mainly in 
Italy where it will rise by ne: wy 4 percent per capita and in Germany 
where we expect it to rise by nearly 5 percent per capita. Other than 
those two countries, there is a very small increase expected also in 
Belgium. The problem in those countries is the following : Those con- 
tinental countries with the exception of Belgium, especially France, 
Italy, and Germany, are the ones in which the worse possible war 
dislocation has been not in the form of austerity, but price inflation. 
That price inflation has started again, especially in France in the last 
%months. It has not yet started very seriously in Germany and Italy 
because there is still quite a lot of unemployment in those countries. 
But what is happening today in all of those continental countries is 
that men who have been unemployed are going to work as defense 
production expands, men who have been working part time or working 
full time, men who have been working in the services and in agricul- 
ture are getting factory jobs which means more take-home pay. That 
is happening i in its most extreme form in Germany and Italy because 
that is where there has been unemployed plant and labor both. With 
that kind of an expansion going on, exactly the thing that happened 
in the United States from 1940 to 1942, either there are goods on the 
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shelves for these people to buy or it will be absolutely impossible, I 
think, to prevent a repetition of the postwar inflation and wartime 
inflation all over again. In those countries then, to summarize, there 
is going to have to be—and this is taking place at the moment, I think 
regardless of what governments dec ide about it—and an increase in 
the total demand for and consumption of consumer goods as produc- 
tion expands, as people work harder, work longer hours, and in con- 
sequence as they have more money to spend. 

Senator Corvon. That is exactly what has been taking place in this 
country. We met it by going further in debt. We expect to save those 
people by paying for it as they go, is that right? 

Mr. Bisseixt. They will go further into debt and I will give you the 
figures on those but we have’also met it here, Senator, by greatly ex- 
panded production since Korea. 

Senator Corpon. And we have gone into debt to do it. 

Mr. Bisseii. We have and they are going into debt. I can if you 
wish give you the figures for all of these countries on their national 
budget and assets and expenditures. Every one of them will be run- 
ning for its size a large deficit in its public budget in the current year. 
So the parallelism one should say is distressingly complete. 

Chairman McKertiar. Would you like to have those figures? If 
you will, Tam sure he will supply them. 

Seni . Corpon. I was going to ask if they were in the House hear- 
ings. I do not like to have repetition and I do not mind looking 
through the hearings to find them. 

Mr. Bisseii. They are. 


FISCAL SITUATION OF ECA COUNTRIES 


Senator Corpon. I would like to know among other things the total 
debt, internal and external, of the countries year by year throughout 
the period we have been dealing with them under the Marshal plan 
and as complete a statement as you can give us with respect to their 
total tax as compared to total income. 

Mr. Bisseux. I will do that, sir. 

(The information referred to is included in the House hearings.) 


GROSS NATIONAL PRODUCT 


Chairman McKervar. Did you want that compared also with the 
United States? 

Senator Corpon. We have those figures. 

Chairman McKeruar. All right, sir. I just want to be certain you 
got everything you wish. 

Mr. Bissevy. I will, if I may, Mr. Chairman, just mention at this 
point one or two of the figures on the level of taxes in Europe, because 
I think they are important on the point. 

Chairman McKenuar. Yes, sir. 

Mr. Brssenu. These are the total tax revenues s—expressed as a per- 
centage of gross national product, for each of a series of countries, 
and this is for the fiscal year just ended. This is past fact. This is 
not at all in the reaim of hope. 

For Belgium, 27.7; for Denmark, 21.7; for France, 32.2. 








MUTUAL SECURITY APPROPRIATIONS FOR 1952 rR 


Senator Brivces. That is the percentage of their national income 
that goes in some form of taxes? 

Mr. Bisseui. Of the gross national product, that is correct. This 
includes all levels of government. This is local as well as central 
government. I have them here separately for the central government. 


TAX COLLECTIONS IN EUROPE 


Senator Brincres. Do you have anything on how they collect these 
taxes? For instance, in some of these countries, they are awfully 
poor on the tax collection. 

Mr. Bissetu. These are actual tax yields. They are not the theoreti- 
‘al estimates of what the tax rates ought to yield. 

Chairman McKetuar. I am glad you have it that way. 

Mr. Bisseitx. You are entirely right that their system of collection 
of taxes is quite defective. In a way, these tax burdens bear more 
heavily on some groups in the population even than these over-all 
percentages would indicate; especially in the continental countries, 
as I believe you know, they rely very heavily on indirect taxes, that 
is, sales taxes of one kind or another. 

Senator Bripers. In a country like France, I talked with people 
the other day, and it comes to the a where some of the people who 
are big taxpayers, it becomes a dickering process. 

Senator Ferauson. That is nothing. “Is that not true in some places 
in America? 

Senator Bringes. I presume so. 

Senator Frerauson. It is a fact. 

Chairman McKettar. That is right: I have no objection. 

Senator Brivers. In Britain it is different. They have a very 
thorough system of collections there, do they not, Mr. Bissell / 

Mr. Bissetn. They do. I think that is also true in the Netherlands 
and Norway, and generally in the Scandinavian countries. 

Senator Corpon. How many of those countries have anything 
equivalent to our personal graduated income tax / 

Mr. Bissetn. Senator Cordon, my impression is that most of these 
countries have a very stiff direct income tax on the books. But I do 
not. think that that tax operates with anything like the effectiveness 
or the pain of our taxes and the British taxes, in the upper brackets in 
particular, 

Senator Brivers. Do we, in the light of our help, attempt to make 
their tax collections more realistic ? 

Mr. Bissett. We are, Senator Bridges. I think we have had con- 
siderable success already in Italy, which has been one of the worst 
examples. They passed a rather comprehensive tax reform this past 
winter, after about a year’s work on it. It will take effect and show 
up in revenues, I think, only gradually. But I believe that there the 
problem will be much better dealt with in the future. I think less 
progress has been made in France, but the French Government has 
been working very hard in the last 2 years to improve their collections. 








76 MUTUAL SECURITY APPROPRIATIONS FOR 1952 
EFFECT OF UNITED STATES EXPORT POLICY ON TRADE WITH EUROPE 


Senator KNow.anp. Mr. Chairman, while it is a little off the sub- 
ject, I would like to ask Mr. Bissell this question, because I think it is 
important. As I understand it, the authority of the Marshal plan— 
that is, ECA aid—and even the economic aid certainly up until this 
tied into the national-defense picture was to help France to get back 
on a self-supporting basis. But it seems to me that the polici ies we 
have followed have not led necessarily to being self-supporting, but 
have led to them becoming self-sufficient. There is quite a difference 
in that. I kept getting reports that I think are well founded that our 
own representatives abroad are discouraging and have discouraged 
over the years the European nations to purchase goods, including 
fruits aa other commodities that historically have gone into the 
European market, so that there is a very real fear that when they 
finally do become self. -supporting they will be self-sufficient as well and 
will have entirely foreclosed the United States normal exports to those 
countries. I think that has contributed somewhat to your inflation: ary 
situation. I just wish to put in the record at this time some figures as 
to what the historic exports from Oregon, Washington, and Cali- 
fornia of certain fruits, dried fruits, pears, and so forth, have been. 

Chairman McKetiar. That will be done without objec tion. 

(‘The information referred to is as follows :) 


[From Pear Growers League, 1945 Annual] 


The values shown below are the average exports for the 10 years 1929-30 to 
1938-39 (F. A. Motz—January 1945) : 


Apples_. ict cesaach we. 525, 000 | Lemons shes $1, 450, 000 
Pears i at bes i 4, 745, 000 | | Dried TIE Sk ee ine ec 246, 000 
CRNEE i bantam _. 2,024, 000 | Canned fruit * 21, 357, 000 
Plums ‘ ecb kee 535, 000 | Nuts setae ncenttaees 1, 766, 000 
Oranges , [sie tes. 11, 192, 000 | Potatoes PS Be 1, 372, 000 
| | , 481, 000 | Canned veget: ibles_- idaleicd 4, 220, 000 


The total value of fruit and preparations (average for same period given 
above) is $89,648,000; total for vegetables and preparation, $12,658,000. 


United States—Estimated total exports of pears by varieties, July to June 1934-35 to 
I : , { t 
1938-89 


[Thousands of boxes] 

Season Hardy Comice Nelis Anjou Total Bart- Total 23 

aa : oT letts 
1934-35_.._-. 365 144 482 508 1, 555 458 2,013 
1935-36__.-- bs 255 81 592 817 1, 858 625 2, 483 
1936-37 - -.--. , 370 200 556 651 1, 877 749 2, 626 
1937-38. 4 353 ted 602 933 2, 020 674 2, 694 
1938-39 ¥17 219 724 728 2, 692 727 3, 419 
Average 452 146 591 727 2, 000 647 2, 647 
Percentage of total 17.1 5.5 22. 3 27.5 75.6 24.4 100.0 

Includes Bose and other minor varietie 

2 Assumed to be the difference between estimated late pear exports and total exports. Includes some 


eastern pears 
$.Converted to bushels of 50 pounds 


Compiled from data prepared by 8. I. Katz, Office of Foreign Agricultural Relations, U.S. Department of 
Agriculture—F. S. 84, October 1940 
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United States—Percentage of total reported shipments of Pacific coast late pears that 
moved into export by principal districts, 1934-85 to 1988-39 


Average 
District 1934-35 1935-36 1936-37 1937-38 1938-39 1934-35 to 
1938-39 


California: All districts 53.8 64.0 62.9 65.3 81.4 67.8 
Oregon 
Medford 28.6 20.5 28.1 21.3 23.9 22.1 
Hood River-.- 30.6 41.3 31.9 44.0 30. 5 36.5 
Washington 
Yakima. 64.7 68.3 52.2 59. 6 62.4 61.7 
Wenatchee. -. 26. 4 27.4 40.7 38.0 33.0 33.6 
Total Pacific coast 44.9 45.1 44.4 44.7 50.3 46. 2 


Compiled from data prepared by S. I. Katz, Office of Foreign Agricultural Relations, U. 8. Department of 
Agriculture, F. 8. 84, October 1940. 


United States—Export shipments of Pacific coast late pears by varieties and producing 
districts, average 1934-385 to 1938-39 


Total Pacific coast Percentage of total exports originating in 
Percent- Oregon Washington 
Variety we of Califor- - 
Export total nia, all 
ship- districts ; Hood ; Wenat- 
Me ( : ‘ 
ments eaford River Yakima chee 
Boaes Percent Percent Percent Percent Percent | Percent 
Hardy 393, 460 92.1 100. 0 0 0 7 0 
Comice 135, 824 62.3 66. 3 1.6 1.8 Oo |} 3 
Bosc 52, S87 6.4 44.5 ied 45.4 2.8 Q 
Nelis 544, 050 74.1 29. 3 $8 1.8 64.7 | .4 
Anjou 681, 335 42.9 4.7 22, 2 30.1 27.2 | 15.8 
Others 54, 320 23.0 19.8 25. 0 8.6 24.3 | 22.3 
Total... 1, 861, 875 46.2 8.1 12.5 13,2 29.7 | 6.5 


91.1 percent of Hardy crops and 74.1 percent of the Nelis crop exported. 
These figures represent 92.9 percent of the crop; the balance was not reported. Compiled from data pre- 


pared by 5. I. Katz, Office of Foreign Agricultural Relations, U. 8. Department of Agriculture—F. 8. 34, 
October 1940. 


Chairman McKetiar. Was it our own officials or was it citizens 
of this country ¢ 

Senator KNow.anp. The officials. I think that can be well docu- 
mented. To show what is happening to the European who wants to 
buy and needs in his diet certain commodities, for instance, | have 
just out of Hamburg on September 6, 1951, a letter, in which the 
agent was writing to the export firm here in which he says: 

We regret to say that three firms in Hamburg have made some barter business 
of four or five thousand cases. Prices here are about 100 percent higher than 
Oregon or California prices, 

In other words, they have closed the markets to what historically 
has been an outlet for our commodities and as a result the people who 
need that in their diet are being charged exorbitant prices. 

I have the same thing in regard to prunes, in regard to honey and 
raisins and other commodities. I don’t think it should be the intent 
of our officials to completely destroy the historic prewar market. As 
the Senator from Oregon knows and the Senator from Washington 
can testify, in some particular grades of fruit 75 or 80 percent of 
the entire production went into the export market. And yet that 
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whole situation is being destroyed by the policies which we have 
been following. 
DOLLAR SHORTAGE 


Mr. Bissetu. May I reply to the Senator, I am very well aware 
of what has happened and have evidence of the disastrous nature of 
these developments. I would like to say, with all due respect, I 
don’t think this is in any way a result of policies. It is a develop- 
ment that we are most anxious to avoid. The fundamental situation 
in practically every European country since the war has been that 
they have been short of dollars. They have not enough dollars to 
buy anywhere near the full range of goods and services they would 
like to buy with dollars. - 

Senator Frreuson. Now, just a moment. You are familiar with 
the fact that an awful lot of Americans are in the same position. 
They have not got enough dollars to buy the goods and services that 
they desire to buy. Is that not a fact ? 

Mr. Bissety. Absolutely, Senator. 

Senator Frercuson. What do you think ought to be done for the 
Americans—work harder? 

Mr. Bissetz. The Secretary said this morning that I think would 
get me a little over my head—— 

Senator Frreuson. You should not be over your head on that 
question. That is the whole question. 

Mr. Bissetu. Can I try that one out, Senator, in a moment when I 
finish with this one? 

Senator Fereuson. All right, answer that later. 

Mr. Bissett. What I was about to say is that I think the European 
countries that have not had enough dollars have had to do just what 
Americans do who don’t have enough dollars, they have had to restrict 
the spending of their dollars and cut down on what they buy. 

Senator Know.anp. But we must not lose sight of the fact that long 
before the acute dollar situation came along the practice of the sterling 
bloc, and particularly as Great Britain operated within the sterling 
bloc, was to foreclose certain of our exports in order to strengthen 
the sterling bloc. There may be some additional necessity now, but 
whether they are using the same general practice is something I think 
our officials should constantly keep in mind. 

Mr. Bissetu. I could not agree with you more, Senator, but I still 
think that the fundamental circumstance that you have seen reflected 
in these developments that are disastrous on occasion for our citizens 
is that the Europeans have had to cut down their spending of dollars 
because they have not had nearly enough. My own feeling is that 
under those circumstances there are certain things that we must try 
to do for the protection of United States business interests, United 
States agricultural interests. One of those is to try to keep at least 
a token flow of imports moving so that a market is not completely lost. 
In other words, to insist and use our influence with the European 
countries so that they will at least continue purchases on a very moder- 
ate scale so that some taste for the commodity will be maintained and 
business connections will continue to be established. 
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Senator Knowtanp. Mr. Bissell, right at that point, and then I will 
not pursue it here although I will at another time and place. You talk 
about disaster hitting them, here is a situation where this year the 
growers are being offered $140 to $160 per ton as against 325 per ton 
last. year. That is happening to American agriculture now and a 
good deal of it because their historic export markets have been closed 
to them. Here I have a communication from a large shipper in Cali- 
fornia who as a matter of fact when he sent his commodities on to 
the East he didn’t even get back the packing and freight charges out 
of the entire shipment. That is happening to American taxpayers 
and American farmers. If on top of it they have no hope of getting 
back their historic export markets, then it means that they are going 
to have to tear out large orchards in Oregon, Washington, and Calif- 
ornia in which they have a tremendous investment and which re pre- 
sents a backbone at least of a number of communities in that area of 
our country. When we talk about disaster hitting, disaster has already 
started to hit a lot of Americans. 

Senator Corvon. And that represents bankruptcy to American citi- 
zens by the thousands. 

Senator KNowLanp. Who then are not contributors as Federal tax- 
payers because they have gone through the wringer. That is a real 
problem and a live problem, and you are going to hear more of it on 
the floor of the Senate and elsewhere, and I feel immediate attention 
has to be given to it. 

Mr. Bisseit. I agree with you entirely, Senator. The general poli- 
cies we have tried to follow are the ones I have referred to already, 
of at least keeping markets open so they are not completely lost, and 
when these countries’ financial positions improve there will be an 
opportunity to regain a fair share of those markets. I think the other 
policy is to generally use all of the influence we can possibly to avoid 
discriminatory arrangements except where they are absolutely neces- 
sary for these countries to live within their means. I am sure there 
have been cases in the past few years of such arrangements. I think 
we have worked against those as diligently as we can. For the most 
part, in the European countries at least, most of this time, thei 
resources have been so limited that they have had to impose very harsh 
restrictions to live within them. 

Senator KNownanp. And their people are in some cases, I can dem 
onstrate, paying twice as much as they should for some of the com- 
modities they should be purchasing here. 

Mr. Bissett. Yes; and I am sure their people are suffering from not 
having these commodities in many cases. 

Mr. Chairman, there is very little more I need to say on the Euro- 
pean part of this program. 


PERSON NEL REDUCTIONS 


Senator Brinces. Mr. Bissell, before you leave that. In the light of 
the reduced amount for economic aid duri ing the current year, are you 
reducing the overhead of your employees and officials in proportion to 
the reduction of amounts in economic aid ¢ 
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Mr. Bissety. We will not reduce it proportionately, Senator. We 
will reduce it very substantially. I will be glad to go into that ques- 
tion of the administrative budget now if you wish. 

Senator Brinezs. I think that is an important thing. We have a 
lot of questions asked about that and rumors and statements made that 
you are very heavily staffed in the European set-up, and I just wonder 
what your answers are to that and how you propose to reduce the 
personnel. 

Mr. Bisseiy. Senator Bridges, you know there is of course in the 
authorizing legislation a statutory requirement for the reduction of 
our personnel in all parts of the organization by 10 percent. 

Senator Brinces. Yes. 

Mr. Bissetn. Yes. That is, from the actual employment, Senator, 
on the 51st of August. In fact, as it is going to work out, sir, there 
will be a considerably greater percentage reduction than that if you 
look beyond the organization that has been the ECA itself. There 
las been in the State Department an organization under Mr. Cabot 
which has performed a coordinating function in these programs. 
That funetion is by the authorizing legislation shifted to the Director 
for Mutual Security in the Executive Office of the President and I 
know on present plans, although I can’t speak of them myself with 
authority, there will be a very large percentagewise reduction in that 
staff. My guess is that the total reduction in the two, taken together, 
will be of the order of 15 to 18 percent in the number of ‘people 
employed. The reduction within the ECA alone in the total admin- 
istrative cost itself of our European program will likewise be of at 
least that order of magnitude. The reason that our total adminis- 
trative costs will not be reduced proportionately with the program is 
that the administrative costs of the Asiatic program will increase 
appreciably further and moreover that kind of a program, which is 
predominantly technical assistance, has a very much higher ratio of 
administrative costs than does the kind of program that is contem- 
plated and has been in operation in Europe. 

What we will have to do, therefore, to our European program is to 
takeo ut of that, first, the full statutory cut of 10 percent in all of our 
personnel, secondly impose a suflicient further cut to allow for about 
75 positions to a hundred more positions in connection with the far 
eastern program. That alone will cut the personnel in the European 
program here and abroad by around 15 percent. In the European 
organization we expect to mi ake the largest cut in the central regional 
office in Paris. That oflice we expect will be cut nearly in half. It 
had 479 United States employees on August 31. We expect to make 
a cut of slightly over 200 in that total amount. We will cut down 
significantly the size of one or two of the missions in the individual 
countries. 

Senator Brinces. Where are these people going to? They are not 
being transferred anywhere else, are they / 

Mr. Bisseity. No, sir. Such of these people as we can absorb because 
of our turn-over elsewhere in the organization, we will do that. But 
when I talk about cutting the total numbers, so far as I am aware, there 
will be no offsetting increase in any other organization or part of the 
executive branch or part of our organization. These cuts will be net 
cuts in the number of people. 
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In our individual country missions, Senator Bridges, in Europe, we 
do not think we can on the average make much of any cut. We will 
make a cut of about 10 percent in the size of the Washington office 
as well. 

Senator KNowianp. Mr. Bissell, I wonder if we have in our record, 
and if not, if we could get it, the size of the ECA mission in each of 
the countries where vou have a mission. 

Mr. Bissetx. Sir, I don’t believe I have the paper with me. That 
can be supplied for the record. 

(The information referred to appears on p. 179.) 


NUMBER OF ECA EMPLOYEES 


Mr. Bissetit. The whole ECA organization as I remember it had 
just under 2,400 employees on August 31. That includes temporary 
as well as permanent employees. That includes all of our missions in 
Asia and Europe and the Washington office. I can give you those 
figures right at the moment, Senator, if you are interested. I don’t 
know if you want to take the time of the committee to read this. 

Senator KNowLAND. Suppose you run through a few of the 
countries. 

Mr. Bissetn. Very well. France, 90; Germany, 44; Greece, 44; 
Italy, 79; Netherlands, 30; Norway, 16; Sweden, 10. That whole 
mission has been abolished since August 31 so that is now down to 
zero. ‘Trieste, 5. Weare going to cut down and have one man there 
as a branch office from the Rome mission. Turkey, 34; Yugoslavia, 11. 
That will probably have to increase further. That activity has just 
started. Austria, 45. Those I think are among the largest in the 
European side. 

Senator Frereuson. What about Iceland / 

Mr. Bisseiu. Iceland has four people charge to ECA. 

Senator Frereuson. How many are there / 

Senator Tuyr. How many have you in England ¢ 

Mr. Bisseti. We had as of August 31, 79. 

Senator Tuyr. Then you have some in Ireland. 

Mr. Bissett. The number in Ireland was four. 

Senator Tuyr. Scotland ¢ 

Mr. Bissett. No. That British mission will be reduced significantly. 
‘There is of course, and there has been since a year now, no ECA aid 
to Britain. 

Senator Ferauson. How did you have 79 there with no ECA aid? 

Mr. Bisseiz. I will tell you exactly. One of the jobs today is em- 
ploying, if you take just our Washington office, as many as 150 people 
that hardly was of any importance a year ago Is that of acting as the 
so-called claimant agency for these countries in the business of alloca- 
tions of supplies and raw materials, assignment of priorities and the 
like. 

Senator Frrauson. We had an item in the bill yesterday that we 
had up of $225,000 for the same thing in Commerce. It was identical. 

Mr. Bisset... Senator Ferguson, there is a perfectly clear-cut rela- 
tionship here. The Commerce handles countries in the world that we 
do not. 

Senator Ferguson. There were 65. What do you handle that they 
do not? They had 65 and none of them are iron-curtain countries. 
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Mr. Bisset. We are the claimant agency for all of the western 
European countries and the southeast Asia countries. 

Senator Ferauson. What are the 65 they handle? 

Mr. Bisseuu. I will have to get their list. 

Senator Fercuson. Will you do it and put it in the record ? 

Mr. Bissett. Yes. And we will give you a list of the countries for 


which we = th: 
(The in 
ECA 
asterisk. 


is the claimant 
Office of Inter 


it function. 


ormation referred to is as follows:) 


agency 
national 


for the following countries marked with an 
Trade is the claimant 


agency for all other 


countries except (1) Canada, which applies directly to NPA; and (2) Eastern 
European Bloc and other Communist dominated areas which are not considered 
in the allocation for export of scarce materials from the United States. 


*Greenland 

*Miquelon and St. Pierre 
Islands 

Mexico 

Guatemala 

*British Honduras 

El Salvador 

Honduras 


Colombia 

Venezuela 
*British Guiana 
*Surinam 
*French Guiana 


*Iceland 

*Sweden 

*Norway 

*Denmark 

*United Kingdom 

*EKire 

*Nethevlands 

*Belzgium and Luxem- 
burg 


*Turkey 

Syria 

Lebanon 

Iraq 

Iran 

Palestine, including Is- 

raeli 

Transjordan 
*Kuwait 

Saudi Arabia 
*State of Bahrein 


Australia 
New Guinea 
New Zealand 


NORTH AMERICA 


Nicaragua 

Costa Rica 

Panama, Republic of 

Canal Zone 

*Bermuda 

*Bahamas 

Cuba 

*Jamaica 
SOUTH AMERICA 

Keuador 

Peru 

Bolivia 

Chile 

Brazil 


EUROPE 


*France 
*Germany 
*Austria 
*Switzerland 
Finland 
*Azores 
Spain 
*Portugal 
*Gibraltar 


ASIA 


Arabia Peninsula States 
*Aden 

Afghanistan 

India 

Pakistan 

Ceylon 

*Burma 

*Siam 

*French Indochina and 

French India 

*British Malaya 
AUSTRALIA AND OCEANIA 
Pacifie 


*British Western 


Islands 
*French Pacific Islands 


Haiti 

Dominican Republic 
*Leeward and Windward 

Islands 

*Barbados 
*Trinidad and Tobago 
*Curacao 
*IFrench West Indies 


Paraguay 
Uruguay 
Argentina 
*Falkland Islands 


*Malta, Gozo, and Cyprus 

*Italy 

*Free Territory of Tri- 
este 

*Yuvgoslavia 

*Greece 


*Indonesia 

*Republic of the Philip- 
pines 

*Portugese Asia 

*Korea 

*Hong Kong 

*Taiwan 

Japan 


Western Pacific Islands 
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AFRICA 


*French Morocco * Algeria *Libya 
Tangier *Tunisia 


EGYPT ANGLO-EGYPTIAN SUDAN 


Canary Islands *Angola *Mauritius and Depend- 
Spanish Africa *Portuguese Guinea encies 
*Cameroon Liberia *British East Africa 
*French Equatorial *Belgian Congo *Mozambique 

Africa *Eastern Italian Africa *Madagascur 
*French West Africa Ethiopia Union of South Africa 
‘Gold Coast *French Somaliland *Northern Rhodesia 
*Nigeria *British Somaliland *Southern Rhodesia 
*British West Africa *Seychelles and Depend- *Southern British Africa 
*Madeira Islands encies (British) 


ALLOCATION OF CRITICAL MATERIALS 


Senator Bringes. They testified to 65 countries. I don’t know how 
you can dig up 65 countries besides the countries you are helping. 

Senator Knowtanp. There are only 60 nations in the United Nations 
so there can’t be a great many more. 

Senator Frrcuson. You have 125 people? 

Mr. Bissett. 1 suppose. We have never tried to separate them out 
asaseparate group. We have absorbed that job. 

Senator Frerauson. How does that apply to the English case / 

Mr. Bisseiy. Because a considerable part of the work that has 
been done in the last few months in Britain has been to work out their 
requirements for machine tools. Some months ago they came in with 
a program of $110 million worth of machine tools required for military 
production. ‘Those were financed out of the MDAP funds in the pre- 
vious fiscal year, in fiscal 1951 funds, which you know were quite sep- 
arate from the ECA funds. These funds were all needed for specific 
approved military production projects, under a special MDAP proce- 
dure that was then in operation. 

It was exceedingly important that we know that someone in the 
United States Government knows where these were needed, why they 
were needed, satisfy himself as to the need, as to their unavailability 
in Britain and their unavailability elsewhere. That is typical of the 
kind of job, sir, that has been done. Mr. Batt, the chief of that ESA 
mission, is in London. He also works as the United States member 
of the Defense Production Board, and it is possible that some of his 
ECA staff is also used on that. 

Senator Brineres. Let me read you from the testimony here: 


OFFICE OF INTERNATIONAL TRADE 


Chairman McKe.iar. The next item in the part of this appropriation bill is the 
Office of International Trade. How does that come in there? It was approved 
by the budget for $275,000, but the House committee and the House struck it out. 
What about that? 

Secretary Sawyer. That is an item which involves the job given to the Office 
of International Trade in connection with mobilization. They have assigned the 
task of representing these various claimant countries, as they Call them, in con- 
nection with the allocation of critical materials. They represent 65 countries. 
The decision as to how much they get and whether or not they get any, or where 
they get it depends on the investigations and recommendations made by this 
group. They are not the only ones of course who make recommendations, but the 
primary responsibility falls on them, That is an important job at this time. 
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Mr. Bissevi. It is a perfect description of the function, Senator, 
but I will have to get the list and give you the answer to your question. 

Chairman McKetiar. You get the list. I asked that question be- 
cause I claim to be a very straightforward man, and I hope I am. 
When people make good witnesses I don’t mind telling them so. 
When they do not make good witnesses I do not mind telling them so. 
I am very happy to say that the t testimony today has been very, very 
much to the point, and what this committee wanted to know. We are 
very much obliged to you gentlemen. 

Mr. Bissent. I appreciate that very much, Mr. Chairman. 

Chairman McKetuar. Are there any further questions 

Senator Frercuson. I could give them to you and you could probably 
answer them, and we will insert them in the record. 

Chairman McKettar. I think that would be better. 

Senator Corpon. I am still waiting for my question to be answered. 
I brought it to his attention, and I am waiting to get an answer. 

Chairman McKeuxar. Just repeat the question so he can remember, 
and I can remember, and we will be certain to get it because I want 
every question answered, and T think these witnesses want to answer 
every question. They have shown every evidence of it. 


TERMINATION OF PROGRAM DISCUSSED 


Senator Corpon. I wanted to know from Mr. Bissell and I will 
endeavor to restate the question, whether or not the situation which 
has been delineated here where the allocations to the European allies 
in the mutual-defense program must be offset by additional aid from 
this country, in this instance representing some one billion and a half 
dollars, as I recall it. Is that correct ? 

Mr. Bisseii. That is correct. 

Senator Corpon. That is, for the current fiscal year. That there 
can be no hope of any determinable time in the future while this 
program goes forward when those countries will not have to call 
upon the United States of America for additional and increasing 
economic aid. 

Mr. Bisset. Senator, I have to say that in my opinion the answer 
to that question is in the negative. T think there is every hope that 
within approximately 3 years’ time there countries will be in a posi- 
tion where they do not have to call on further support and help from 
the United States. Iam sure, sir, that you are aware and I hope you 
will believe I am, of the danger of m: iking any kind of judgment of 
this sort of prediction for several years ahead. It seems to me that 
the key to the answer to your question lies in the prospects for expand- 
ing total production in Europe. I have testified that we think Euro- 
peans ought to be able to expand their total production $5 billion 
from fiscal 1951 to 1952 fiscal in constant dollars. I don’t think they 

can keep that rate up indefinitely. But I think there is every prospect 
that over the next 3 or 4 years if they can get the raw materials they 
‘an increase their total production. 

Chairman McKetiar. Do not make it too long because I want to 
live to see the day when we do away with it. 

Mr. Bissetx. I hope I do, too, sir. 

Senator Fereuson. I doubt it. 
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Mr. Bissetx. I think there is every prospect, Senator—— 

Senator Frerevson. And I give him 40 or so more years. 

Mr. Bisseti. That is a generous estimate. 

Senator Corvon. What have you to base that on in view of the 
known facts? 

Mr. Bisseiu. I think that the known facts, it seems to me, on which 
I would base the statement are these: That the Europeans had 
balance-of- payments deficit of over $8 billion only 4 years ago, or 
41% years ago. They had deficit of the order of $5 billion in the first 
12 months of the Marshal plan. We have here estimated that leav- 
ing out this particularly serious position in Britain, they would have 
a deficit of less than a billion dollars in the current year, and stil] 

carry a heavy defense load. I do genuinely believe that to be pos- 

sitio. That seems to me to be a very powerful record of progress 
toward simultaneously doing more in the military field and being 
less dependent for any kind of economic help, at least, on us. 

Senator KNow.anp. Right on the point that Senator Cordon raised 
as to your point to base your optimism, when you get right down to 
it, a country’s first obligation is to its citizens to defend the nation. 
Self-defense is the first law of nature. Now, if we were not in the 
picture, presumably they would still have to defend their people 
against the danger of aggression. But, in effect, what we have done 
is to transfer from their budgets to ours part of their military obli- 
gations, and if they were carrying the same kind of an obligation 
as we now think it is necessary for them to carry, they would have 
an unbalance of payments of seven and a half billion dollars. because 
that is what we are putting into those nations now. So that does 
not seem to me to be progressively better. 

I first came to the Senate 6 years ago and almost the first bill that 
was presented when I came here was a British loan, three and a half 
billions, and it has been a constant series of them since. I am not 
any more optimistic than the Senator from Oregon that this picture 
is Improving. I think we are changing and we are getting different 
sets of figures. But actually we are assuming a considerable part of 
their defense burden along with our defense burden. 

Chairman McKetriar. While we are doing that, we have certainly 
reduced it some this year. It has not increased this year. I am very 
glad to see it that way, too. 

Senator Frereuson. Has not the military and economic aid 
increased ¢ 

Mr. Bisset. Yes. 

Senator Knowianp. The two together. 

Chairman Mc Baars I am talking about the economic. 

Mr. Brssei. Senator Knowland, I would certainly agree to this: 
That if, as may very well happen. say a vear or 2 years from now, 
instead of talking about military expenditures in Europe, which 
might by that time have built up to 12 or 18 or 14 billions as against 
the 10 and a hs lf billion we expect this year, if we find in the face 
of some new crisis they have to spend £90, billion or someone has 
to spend it in their defense, then I thoroughly agree with you, sir, 
that facing that kind of a situation this is not going to get any better 
and the answer to Senator Cordon’s question ought to be “Yes.” 
Perhaps we were stupid not to do so. I will certainly say for myself 
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that I did not foresee even as recently as, say, 2 or 3 years ago that 
by this time there would be such an urgent necessity for the Euro- 
peans to spend all the money that they could afford and a great deal 
more on their own military establishments. So I would say, if we 
have a steadily stepped-up military threat, what is going to be true 
of Europe is the same that is going to be true of us: It is difficult for 
me to see how this recovery and independent self-support can be 
achieved, But barring that, I think that there is every reason in recent 
experience to be more optimistic than Senator Cordon expressed. 

Senator Corpon. From the record, I cannot see any basis upon 
which you could predicate a statement that within 3 years any hope 
that they would not have to further rely on us for economic assist- 
ance. Now, certainly you can change the name on the thing and make 
it military assistance, but it will still be economic assistance—for 
production other than the production essential for the Military 
Establishment. You have no more markets, you will have no more 
than you have now. You will have an increasing dollar in the pocket 
of the people, you will have to have an increasing supply and thereby 
you will have to some extent an immediate rise in the level of living, 
but you will have a far greater rise in the desire for better living and 
that desire must be met and it will have to be met by a reduction in 
military expenses and we will be called upon to absorb more and more 
and more. That is a pessimistie view but I think it can be justified on 
the record and all experience included. 

Chairman McKetuiar. I love my friend from Oregon and have 
since I have known him, but I want to pray the Lord that we may 
be mistaken. 

Senator Corpon. We would like to be mistaken. 

Chairman McKe rar. I know he joins me in the same prayer. 

Senator Youne. There is a question in my mind whether these 
socialistic countries can ever maintain a dollar balance without us 
contributing directly to them. It seems to me they just are not able 
to compete with our free enterprise system. 

Mr. Bisseit. Senator Young, I think there is no doubt that they 
have npt been strong competitors in any year since the war. I think 
that applies about as strongly or even more to Italy which has not had 
a socialistic government than to Britain which has had one. I don’t 
think certainly that they are going to be such strong and officrent 
competitors that they will be a threat to us. But they for a good 
year before rearmament began to compete with their exports, doing 
far better in marketing their goods here in a volume that held the 
promise of putting them on their own feet. It is my own feeling, sir, 
that if in this current fiscal year they did not have to carry the load of 
rearmament or any more load than last year, say, there would only be 
about four countries in Europe that would have to receive, or perhaps 
five, that would have to receive aid this year. I think we would have 
all of them except three or four off our backs by the end of this year, 
which was the original schedule. 

Senator Knowtanp. But that is awfully “iffy,” too. We would be 
in excellent shape if we did not have to carry the load of armament. 

Mr. Bisseii. That is right. 

Chairman McKerxiar. I am very prayerful that you may be right 
and it has helped me mightily that you can take that position. We 
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did not even have anybody to take that position last year. We are 
delighted. Are there any other questions ¢ 
Senator Frreuson. I will give you my questions, Mr. Bissell. 
Mr. Bissevu. Yes. 
Chairman McKetxiar, Will you send a copy to Senator Ferguson. 
Mr. Bisseitw. Yes, sir. 
(The information referred to appears on pp. 145 to 179.) 


NATO MILITARY PROGRAM 


Chairman McKe.iar. Now, General, we will hear you. 

General Otmstep. Mr. Chairman and gentlemen, I understand you 
would like to have me summarize briefly the gener: ul purposes of ‘the 
military portion of this program and answer any specific questions 
about any specific country or any specific question that may come to 
your minds. 

Chairman McKetuar. Yes, sir. 

General O_msrep. First, let me say—as some of my friends here on 
the committee know—lI am not a professional soldier. I am a re- 
servist called back to active duty because I had some experience in 
the last war in this field of international supply. So if I am some- 
times apt to talk more like a businessman and taxpayer you will under- 
stand, I am sure. 

Chairman McKetiar. That is perfectly all right. 

General O_msrep. A rearmament problem starts with a war plan 
which must be based on certain assumptions, of eourse. Assumptions 
as to time and assumptions as to what your opposition might be and 
assumptions | as to your own strength and their strength and so forth, 
and within that war plan there are certain missions that are assigned 
to each of the participating nations. Under General Eisenhower's 
area there is such a war plan. We refer to it as our medium-term 
defense plan. Within that war plan there are certain missions as- 
signed to and undertaken by the respective nations, both in terms of 
Ground and Sea and Air Forces. Those commitments have been 
made. They have been made not only in terms of the units that will 
be provided by the respective nations, but in terms of the calendar, 
the time under which those units will be made available. The rearma- 
ment plants of the various NATO countries, for mobilization, for 
quartering, for training and all are geared to their force commit- 
ments. 

I cannot emphasize too much to you the fact that time is the basic 
factor in this, not only because of the urgency of the present danger, 
but since we have announced our intention to deter a 
coming strong, the time between now and when we are 
is our maximum exposure. 

Senator Corpon. And the time the enemy would strike when he 
has it in mind. 

General Oumstep. That is our danger and our danger will be 
greater until the time we attain that position of strength. On that 
matter, the other time element that is important here is the fact that 
there are many parallel or collateral actions on the part of other 
countries that are timed to our actions. Not only actions to increase 
the strength of collective security armed forces but our actions in 
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providing the type of military equipment that they themselves can’t 
as a practical matter build within the time allowed to the forces of 
the allied nations. These units which they have committed to pro- 
vide are specified as to character, such as a 90-millimeter gun anti- 
aircraft battalion, an armored division and so forth. The equipment’ 
necessary for each such unit is not a matter of conjecture. We can 
take a table of organization and equipment and tell you to the last 
button what is required for an armored division. Where we do get 
into the field of conjecture is, having decided that a country, for 
example, which will mobilize an armored division in the next few 
months which, will require such and such equipment—where we get 
into the field of conjecture is when we assume how much of that 
necessary equipment the country can provide for herself. 


IMPACT OF MASS PRODUCTION ON MILITARY PROCUREMENT 


Senator Haypen. In that connection, this thought has been going 
through my mind all along. Where France can provide the equip- 
ment for herself, the cost is bound to be less for an individual article 
because they don’t have to pay the high wages that we have to pay 
in this country to make it. 

General Otmstep. There is a good deal of merit in what you say. 
On the other hand, our superior capacity to produce, volumewise, 
sometimes offsets that. To the extent that we have explored the 
possibility of procuring some of these items in Europe with Amer- 
ican contracts rather than procuring them in the United States, we 
tind that the price differential is not so great. In some instances, 
such as radios and electronics equipment, the indication is that it 
will be a little cheaper. In some instances where mass production 
is the key, like ammunition, we find that the saving will be negligible 
if any. 

Senator Haypen. But what can you do to equip them if necessary 

with our money to engage in mass production? Is that too far away, 
does it take too long to doit? I say that because if you could improve 
their method of manufacture, their cheaper labor undoubtedly would 
reduce the cost both to them and to us. 

General Ox_mstrep. That is exactly right. The representatives of 
our technical services, our ordnance, for example, together with teams 
of production experts that are recruited by the EC A. are working with 
the industries in these countries to attempt to develop improved pro- 
duction methods. 


LEAKAGE OF DOLLARS 


Senator Corpon. May I ask you one question here that seems to me 
to be of some import. Mr. Bissell, you speak about a shortage of 
American dollars, for instance, in the purchase of this, that, and the 
other, from this country. Are we not now planning on expenditures 
in these countries of our dollars, billions upon billions, which will 
represent an accretion in each of those nations of that many American 
dollars? That money will be available to balance the trade factor 
as between the two and it represents a very definite asset to those coun- 
tries which could be, to some extent, an offset against our loss of the 
same money. It is in truth within reasonable time expended back in 
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this country. Now, to what extent can we induce that expenditure so 
us to save in this country essential investment, such as horticultural 
investment in the western part of the United States and cotton in the 
South? I am speaking of the agricultural field alone because that 
is the one that has been hardest hit. 

Mr. BisseLty. Senator, may I say first that we have of course the 
large expenditures in this fiseal year of United States dollars. We 
have allowed for those expenditures. The exact amount we have al- 
lowed for—these are almost entirely expenditures by the Defense De- 
partment on the basis of net disbursements—$867.8 million in the 
current fiscal year. There is a somewhat later estimate. The later 
estimate is slightly lower than this, but it is within $20 million. We 
have allowed for this sum in the dollar earnings of all of the countries 
in these country-by-country figures. Of course, a considerable part 
of these dollars leak right out again. For instance, the largest ele- 
ment in this, I believe, is troop pay abroad and there are considerable 
remissions of troop pay direct by recipients in Europe to their families 
and the like. Even after the payment has been made and has appeared 
in what Mr. O’Hara would call net disbursements, there are other 
kind of leakages, so all this does not add up as a pure addition to dol- 
lar resources. That has been taken into account. 

Senator Corpon. There is an offset against that in the additional 
dollars that will go from assets in this country, including the assets 
of relatives in dollars to the people there, and will be wholly expended. 


MILITARY PROCUREMENT IN EUROPE 


Mr. Bissett. That is correct. Now, as to the second part of your 
question, What can we do to further increase this type of spending ¢ 
There is one part of that question with which both General Olmsted 
and I are concerned. I think it is fair to say, subject to the general's 
concurrence, that it is the policy of this Government and particularly 
the policy of the Defense Senieaess to encourage considerable pro- 
curement of military weapons by or for our own services in Europe. 
[ say “by or for”; I mean the procurement would be by our services or 
by the French or other European governments as their agents, but 
the major part of the items so procured would then be turned over to 
the Europeans in lieu of the aid in the form of end items, that is, the 
military part of this program. 

Senator Corvon. That will release more dollars. 

Mr. Bissety. That will do so. I think by the last months of this 
fiscal year, it is going to begin to be a very important element indeed. 
The estimates that are in these figures before you are that some $75 
million would actually be spent in ‘that fashion duri ing this fiscal year. 
But to achieve that much expenditure, our estimate was that contracts 
would have been placed to the value of $450 million to $500 million for 
such offshore procurement. You can see therefore that in the next 
year this will be a very much larger offset and cover more of the dollar 
needs of these countries. That figure, too, is subject to further revi- 
sion because the Defense Department rey is working on its 


estimates of what can wisely be procured in Europe, both for our 
own forces and for the oe 
There is still a third comment, sir, that IT think should be made in 


answer to your question. It seems ver probable at this time that be- 
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fore the end of this fiscal year, our status as an occupying power in 
Germany will be ended and we will have a contractual relationship 
with the German Government. When that happens, the United States 
Government will have to pay as a part of its military budget quite ¢ 
lot of occupation costs that have hitherto been paid by the German 
Government. We believe that that will have one good effect in that 
the German Government will presumably by that time also begin to 
have heavy expenses for a German military establishment or for a Ger- 
man military force. Nevertheless, the effect of this thing, if it comes 
about in the way I have outlined, is going to be to necessitate the ex- 
penditure, I would suppose, of some hundred millions of dollars a 
year, most of them in Germany by our Government. That we have not 
taken into account in these { figures because it is doubtful whether the 
arrangement. will actually be concluded in time to be in effect before 
the end of this fiscal year 

Senator Corpvon. Your figures here for the current fiscal year for 
the credit to the French dollar account on account of our own occu- 
pations is $75 million. 

Mr. Bissett. No, sir; I am sorry. The $75 million is the offshore 
procurement expenditures for the whole group of countries. 

Senator Corpon. And that includes occupation costs. 

Mr. Bissetyi. No, sir; this is procurement only. 

Senator Corpon. What is the total amount you have credited—— 

Mr. Bisseiv. For all of these purposes ? 

Senator Corpon. Yes. Representing additional dollars that they 
have. 

Mr. Bissety. The total amount of United States expenditures is 
867.8 million dollars, sir. That is the first figure I gave. As I said, 
Senator, that figure is slightly out of date. I think the new figure 
totals $854 million, but it does not make a major difference. 

Chairman McKetxar. All right, General. 


MILITARY EQUIPMENT 


General O_Msrep. Mr. Chairman, to continue on the list of equip- 
ment needed by the forces in being or to be called into being within 
the current fiscal year, from those total deficiencies we direct our 
military missions in these respective countries to screen out certain 
items as being ineligible for our military aid. Those items include 
pay, food, housekeeping equipment, soft items, and anything that the 
country itself can produce for itself. The remainder is the deficienc y 
that is passed over for procurement against United States production. 

Senator Frercuson. But that is only as to their troops ? 

General Otmstrep. That is correct. 

Senator Fereuson. What about our troops? 

General Oumsrep. Our troops are not involved in any way in the 
military-aid program. 

Senator Fercuson. No, but we support them entirely, food, and all 
do we not? 

General O_tmsrep. Yes. Out of our Defense Department budget. 

Senator Frercuson. Yes, but we still do? 

General Otmstep. That is right. 

Senator Ferguson. So you say that we support their troops to a 
certain extent, except the items that you said; is that right? 
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General O-msrep. That is right. 

Senator Frreuson. Are there not some countries where we pay their 
personnel ¢ 

General Otmstep. No. We told them we would not consider it 
we will not do it. 

Senator Frerauson. Were you asked to do it? 

General O_Mstep. No, sir; there has been no specific approach to 
us on that. The only thing I have heard is that there was a story in 
the newspaper here a short time ago that the French commander from 
Indochina, while here, was going to ask us to undertake the burden 
of paying the native forces there. He has not asked us, so there has 
been no approach to us. If there was, our reply would be “No.” 


? 


SPARE PARTS 


There are certain other types of items which we will not provide— 
an example is blood plasma. We have put the allied nations on notice 
that in the 1953 program they will be expected to provide their own 
spare parts unless they can make a showing that it is absolutely 
impossible for them todo so. Spare parts ina military program rep- 
resents about 20 percent of the total cost. 

Chairman McKetiar. We do not have blood plasma enough for 
ourselves. 

General Oumsrep. That is right. 

Chairman McKeriiar. What about the spare parts? Do we have 
enough, as it looks now / 

General OLmMsrep. In some items, the spare parts problem is a bottle- 
neck in the delivery of the end item; but generally speaking, on the 
motor vehicles, tanks, the spare parts avi ailability is not the problem. 
Our desire on the spare parts item is to get these allied nations self- 
suflicient in that category as rapidly as we can, and that is why we 
have now put them on notice, giving them some 12 to 1S months’ notice, 
as you Cah see, that we expect them to become self-sufficient in this 
category. 

ae are now approaching the problem of ammunition. Spare parts 

i long and continuing cost. ‘aeeiaietiie3 is not only a continuing 
cost burden, but it is a serious tonnage problem in the event of war. 
So we are telling them now, and in some instances we will prime the 
pump with United States contracts to buy ammunition, to get some 
of these facilities into motion; we are telling them now we expect them 
to get on a self-suflicient basis for their ammunition by 1954. There 
will be some countries that can accomplish it quicker than that. 

Chairman McKetuar. Again, I say I pray that may be true. 


AMMUNITION COSTS 


General Oumsrep. The ammunition costs amount to another 20 
percent of the total program cost. That will leave us, then, in a 
position of being called upon to supply only the heavy, long lead time, 
capital equipment. If, by the date of our medium term defense plan, 
we have accomplished the initial equipment of these units, then our 
capital expenditure on these heavy items will have been reduced to a 
trickle. 
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Senator Corpon. By that time, will you not have to start all over 
again with the later type of capital tre: tment, and so on? Is that not 
the experience ? 

General O_Msrep. I am not going to engage in projections, Senator 
Cordon. 

Senator Corpon. Let us not project it. Let us say has that not been 
the experience heretofore ¢ 

Senator Frercuson. Has that not been the past history ? 

General O_mstep. On the matter of creating allied forces, we have 
not had any experience except our lend-lease experience in the last war. 

Senator Corvon. What about the domestic Armed Forces # 

Senator Frereuson. Is that not why we flew B-29’s from the fac- 
tories to the airfield and sold them for scrap, for less money than the 
gas and oil that was still remaining in them? Is that not a fact ? 
Is that not why we dumped them into ) the water ? 

General O_mstep. There are examples. 

Senator Fercuson. Because we said it was obsolete. 

General Ormsrep. First, let me say that war is a costly and wasteful 
business. There is no disagreement between us on that. In many 
instances, the disposal of an item, in the long run is more economical 
than paying for the cost of maintaining it and keeping it in usable 
condition. 

Senator Frreuson. That was not true with saddles; that was not 
true. The Truman committee found that they had kept parts for old 
wagons, which we found in about 1944, from the Civil War. They 
kept those. But they cannot keep these planes and these other things, 
the cannons, and so forth. 

General Otmstep. That was faulty logistics, was it not ? 

Senator Fercuson. They did not call it that. 

General Otmstep. In the light of what the world looked like in 1945, 
decisions had to be made about either the retention or the disposal] 
of this property. From where we are now, some of those decisions 
look pretty bad. 

Senator Corpon. But the fact still remains that all of our experience 
in this field will lead to the conclusion that there can be no point in 
future where we can say capital investment is finished. That capital 
investment is in truth a recurring item, is it not, and has always 
been so ¢ 

General Oumstep. Yes, sir. 

Senator, if 1 said what I intended to say—and the record will 
show—I said by that time our capital expenditure will be reduced 
substantially to cover only the question of maintenance and replace- 
ment. 

Senator Corpon. Do you have any estimate now with respect to the 
percentage of initial capital investment represented by obsolescence / 
In other words, that represents the replacement factor. 

General O_mstep. It obivously would vary with different types of 

capital items. 

Senator Cornon. Give us an average. 

General Otmsrep. On an airplane, ‘the obsolescence would come very 
rapidly. As you know, practically all of our World War IT air- 
planes are now being replaced by jet aircraft. 
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On a matter such as a rifle or mortar, there is substantially no 
obsolescence factor involved in that. We fought the last war sub- 
stantially with a model 1903 rifle. 

Senator KNow.Lanp. And a model 1918 machine gun ? 

General Outmstep. Yes. 

Senator Corvon. To our detriment. 

Senator KNow.anp. I do not know that they improved them very 
much in that period of time. 

Senator Corpnon. They had the Garand rifle. 

Geenral O_Msrep. Senator Cordon asked the question a little while 
ago of Mr. Bissell, about what had we accomplished with this program 
to date. 

Bearing in mind that the strength of our Army in pre-Korea days 
vas 10 divisions, I would like to go off the record and tell vou about 
where we are to date in this program. 

(Discussion off the record. ) 


MILITARY MANPOWER AND EXPENDITURES 


General O_tmstep. To summarize this brief presentation, our prob- 
lem in the rearmaament side, the military side, is a problem of man- 
power and a problem of money. ‘Today, in both categories, we are 
doing more than any of our allied nations. 

Senator Brinces. That is a mild statement, is it not, General ¢ 

General Outmsrep. Yes, sir. 

Senator Corpon. You mean relatively more, rather than more in 
fact ? 

General Otmstep. Relatively and actually more. Today, under 
arms in the active services of the United States, we have a total of 
21 people per thousand of our population. None of our NATO allied 
forces have that high a percentage or that high a number right now. 
The next highest is France, with 17.8: the United Kingdom, with 
15.7; and from there on they trail off. 

In terms of money, today our military expenditures are 14.1 per- 
cent of our gross national product; whereas 3 years ago it was 5 
percent. 

Senator Corpvon. Now you are speaking of expenditures, not budget 
allocations ? 

General Otmsrep. That is right. 

Two years ago, the average for our European allies was 5 percent, 
as was ours. They have boosted theirs to 8 percent, which is a 
60-percent increase for them. But we have increased almost three 
times in the same period. 

The objective of our program, of course, is to bring these people 
up abreast of us, and in some instances ahead of us, in these cate- 
gories of manpower and money. For example—and I would like to 
go off the record again. 

(Diseussion off the record.) 


BALLEW’S REPORT ON OTTAWA CONFERENCE 
Senator Bripers. Mr. Chairman, while these two gentlemen are 


here, Mr. Bissell and General Olmsted, there is a matter that came 
up here awhile back which has disturbed me a great deal. and has 
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disturbed many here in the Congress as well as disturbing people 
around the country. It was the result of the dispatches printed in 
the New York Times from the Ottawa Conference, written by a 
reputable newspaperman by the name of Ballew, who said that the 
French had proposed that the American delegation would give 
friendly consideration to the use of some of the money which we had 
appropriated for military purposes, such as air bases and others, for 
use in the purchase of consumer goods. 

To my mind, that was a shocking thing, that they would have the 
nerve to propose it, to start with; and, second, that our delegation 
would give any consideration to it if they did propose it. 

I have heard many partial explanations and many excuses, but 
you two gentlemen—one has charge of military assistance and the 
other is charged with the economic end—I would like to hear what 
you have to say about that, and the truth of-it, and the whole picture. 

Mr. Bissety. Shall I start off, sir, and General Olmsted can correct 
or change or disagree with anything I say. 

I think there is no proposal in the United States Government, and 
no intention that I know of, that caeet in any way to Ballew’s 
report. [was not in Ottawa, myself; I do not know what the French 
have said. I would be surpr ised if they made that proposal. 

What would be important is what our law says. I am very sure 
that the law does contain a statutory provision, which you are all 
familiar with, that gives some flexibility of shifting funds from one 
use to another. I am equally clear that outside of that provision, 
and except insofar as that provision may be invoked, that funds are 
appropriated for military aid are to finance the procurement of mili- 
tary items and nothing else. 

I would add two specific comments. First, as I testified a moment 
ago in answering a question of Senator Cordon, I understand it is the 
plan of the Pentagon to do some procurement of military items in the 
European countries, which would be with the funds requested in this 
bill, and those items presumably would then be a part of our military 
aid to the countries which eventually receive the items. Perfectly 
clearly, if the Defense Department procures in France with dollars, 
that spending of dollars, just like the dollars of troop pay in Germany, 
eases the dollar position of France and makes possible, at any rate, 
some reduction, although usually not a fully offsetting one, in economic 
aid. 

I have given some indication, sir, of the magnitude of the figures 
that were under consideration for that purpose. But that has nothing 
to do with consumer goods. The funds would still be used for the 
procurement of military items. 

The only other possible ambiguity, or any other type of item on 
which there ort be no ambiguity, is so-called common-use items. 
For the past 2 years, military assistance funds have been used in cer- 
tain sindaiiien then places L am most familiar with are Greece and 
Turkey—to pay for items such as gasoline, and in some cases eve 
some textiles to go into uniforms, where the item in question, the com- 
modity in question, was identifiably going to a military use in the 
country. These are called common-use items because you cannot 
physically distinguish between the gasoline that is going in for civilian 
use and the other. 
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I do not mean to suggest, Senator, that military funds were used 
to pay for gasoline for civilians. What I mean is that when the re- 
quirements ‘of the Greek forces and the Turkish ar my were known, and 
if those included some dollar expenses for items of this kind, certain 
of those items have been financed with military assistance funds. 

I think there is a very clear legislative record to that effect. 

Now, whether that will be done in other countries, I do not know. 
I know of no specific proposal or suggestion that it should be done. 

Senator Brinces. General, what is your reply to the Ottawa con- 
ference ¢ 

General Otmsrep. I was not in Ottawa, either, Senator. If France, 
or for that matter any other country, requested us to approve a pro- 
gram envisioning the procurement ‘of any item that did not relate 
direc tly to her forces, we would reject the request. 

Now, I want to go even further than that and say that some of these 
countries have forces that are not committed to Eisenhower's com- 
mand, and we will not provide equipment for those, that is, the Home 
Guard or territorials. We are only programming for NATO coun- 
tries equipment of a military nature that belongs in the unit equip- 
ment of the units committed to Eisenhower’s command, or its direct 
support. 

Senator KNow.anp. I might interrupt to say that is the clearest 
and most encouraging statement that I have heard on that Ottawa 
report. 


TAXES ON FOREIGN-AID SUPPLIES 


Senator Brinces. Yes, it is. I took up with Mr. Lovett some time 
ago, and with others, the reports that certain countries were charging 
us customs duties on military material that we were furnishing to 
those countries, such as in the building of an air base in the respective 
country. 

He replied that at the moment we were doing—and when I quote 
him, I quote him generally speaking—something to the effect that re- 
quests had been ms rade, but it was not being done. 

In spite of the statement of Mr. Lovett, whom I hold in very high 
esteem and respect, the rumors and reports persist. Very recently, 
within a week, the papers of this country carried a report from Paris 
purporting to quote high Government officials, saying that the material 
and equipment we are furnishing was subject to taxes, which was an- 
other angle. I do not know whether it is true or not. 

[ will say if it has got so low that when a country we are furnishing 
aid attempts to charge us customs duties or taxes In any way, we had 
better sever our connections with them, because in my mind that is a 
pretty low ebb for mutual aid or collective security. 

I would like to have you two gentlemen tell us what you know 
about those things. 

General Otmsrep. Mr. Lovett put in the record this morning quite 
a reply to that. 

Senator Briners. He answered it this morning? 

General Otmstep. Yes. He referred to a copy of a letter which he 
wrote to Congressman Reece. The net effect is that we are paying 
no direct taxes or customs duties on United States items being 
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brought into France in furtherance of the war effort. There are, of 
course, indirect taxes that are very difficult to separate out. 

For eee if we are buying cement with which to build an air- 
field, in the build-up of the Supplier of the cement there are indirect 
taxes which he pays, which of course he loads onto his end price. 

Senator Know.anp. Is the full letter in the record? It should be, 
if it is not. 

General O_msrep. One paragraph he referred to indicates that even 
on the matter of indirect taves, there is negotiation on the way with 
France to alleviate that condition to the extent it can be identified. 

Senator Bripcrs. Does this hold true on Morocco and the African 
bases ? 

General Oumsrep. Yes. 

Senator Brincrs. As well as in France? 

General O_msrep. Yes. 

Chairman McKetiar. What countries does it include? Can you 
state them from memory, or could you get them and put them in the 
record ¢ 

General Oumsrep. I will make this statement, and correct the record 
if I find it inaccurate. I think this includes every country with which 
we have bilateral agreements, without exception. 

Senator Knowianp. Mr. Chairman, this morning Secretary Lovett 
read from this letter, I think several paragraphs. I am not sure he 
read the whole letter. In fact, I am quite sure he did not read the 
whole letter. I am not sure the whole letter has been placed in the 
record, but if it has not been, I think it should be. 

Chairman McKetriar. We will put it in the record. 

(The letter referred to is as follows:) 

THE SECRETARY OF DEFENSE, 
Washington, September 29, 1951. 
Hon. CArroit REECE, 
House of Re pre Nf ntatine &, 

Dear Mr. Reece: I refer to your letter of September 14, 1951, in which you 
raise questions relating to certain aspects of the mutual-defense program in 
North Atlantic Treaty countries. 

With respect to your initial question concerning French taxation incident to 
eonstruction of roads for support of the North Atlantic Treaty Organization, I 
believe that you refer to the line of communications being developed by the Army 
across France for the supply of our forces, now mainly located in Germany and 
heretofore supplied through German ports. This project, to which the French 
are contributing, involves very little, if any, improvement of roads. The cost 
of this project is still the subject of negotiation with the French but is not 
expected to be as large in magnitude as you indicate. The construction of depots 
and other facilities planned under this project as well as other United States 
military-construction programs in France to which France will also contribute 
does, however, raise serious and complicated questions of taxation in the 
solution of which the Department of Defense is vitally interested. 

I wish to emphasize that the French Government has not enacted any special 
tax legislation applicable solely to United States procurement and construction 
in France, The only taxes which are being paid at present are the regular 
French taxes which apply to French as well as to foreign procurement and con- 
struction activities. By agreement made in 1948, prior to the development of 
NATO, we are exempt from duties and taxes on supplies, materials, and other 
goods imported for the exclusive use of United States troops stationed in France, 
except where the imports are made by our personnel for their own account. We 
are also exempt by existing agreement from French direct taxes. We are, 
however, liable for the indirect taxes, such as turn-over, production, circulation, 
consumption, and agricultural-solidarity taxes on goods or services purchased 
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in France for our forces. Certain of these “indirect” taxes are of considerable 
magnitude and actually approximate “direct” taxes in their application. 

Studies to determine the extent to Which United States expenditures in 
France are affected by these “indirect” taxes are being completed as rapidly as 
possible as a part of the urgent consideration which this matter is presently re- 
eeiving among the appropriate executive departments. It is my view that the 
entire question of the tax liability of United States Armed Forces in France 
must be renegotiated to reflect our greatly increased overseas program resulting 
from participation in NATO. This renegotiation should seek to reduce to the 
minimum the amount of United States defense dollars diverted to French taxes, 
particularly those dollars which have been appropriated by the Congress for 
construction projects provided for the defense of the North Atlantic Treaty area. 
Moreover, I have taken the position that pending resolution of the question by 
negotiation, France should agree to defer payment by the United States Armed 
Forces of those indirect taxes which are readily identifiable and in fact “direct” 
in their application according to United States usage. 

With regard to your inquiries regarding the program for troops to Europe, I 
am able to convey the following information. At the present time there are 
three divisions in Kurope; the First and Fourth Infantry Divisions and the 
Second Armored Division. In addition to these three divisions the Twenty- 
eighth and Forty-third Infantry Divisions are presently scheduled for deploy- 
ment this fall. This will make a total of five divisions in General Handy’s 
command and will complete the shipment of four additional divisions as dis- 
cussed with the Senate Foreign Relations and Senate Armed Services Commit- 
tees on February 15, 1951, by the Secretary of Defense. In addition, there are 
smaller, nondivisional tactical and service units in Europe as a part of our oe- 
cupation forces. United States forces in Europe are assigned to General Bisen- 
hower in fulliliment of presently agreed NATO plans and are in conformity with 
those plans, 

In reference to your closing paragraph, the Department of Defense is aware 
of the growing problem of increasing the percentage of available European pro- 
ductive capacity devoted to NATO defense efforts. Every effort is being ex- 
erted at the international NATO level to effect the maximum utilization of this 
capacity. At the present time, the defense expenditures of the European na- 
tious approximate 10 percent of their national income or gross national product, 
Our effort on the same basis as set forth on page 10 of the report of the Joint Com- 
mittee on the Economic Report entitled “Inflation Is Still a Danger,” dated Au- 
gust 15, 1951, represents a defense expenditure equal to 17 percent of the national 
income. I think you will agree, however, that Comparisons such as the above, 
based on the proportions of national income devoted to mutual defense by differ 
ent countries, do not of themselves represent a fair evaluation of the total effort 
being ae vo ted by a particular country to the mutual defense program. 

Sincerely yours, 
Rosert A, LOVETT. 

Senator Brivces. In effect, you all agree in the negative on that; 
that it is not being done or has not been done, nor will it be done? 

Mr. Bisseti. In the case of ECA-financed items, Senator, the 
answer 1s that we do not ever pay such customs, but those duties are 
charged on almost everything we finance. That iscurious. If we, for 
Instance, pay the cost of a machine tool for the French that comes from 
a British port, we pay the cost in this country. If we further pay the 
freight, we pay the freight. Our financing would never go beyond that 
because we are always financing things that are imported and paying 
their price at source. We are never in the position of the Defense 
Department, which is buying an airfield, which means it is buying 
labor and services inside the country. Therefore, if the French Govy- 
ernment puts an import duty on that machine too, that re: ally means 
that the French manufacturer pays more for it in French francs, and 
it may very well mean that more counterpart is deposited in the ac- 
count, which is the property of the French Government. But under no 
cire umstances does it mean we pay that in any way or in any form. 
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COUNTERPART FUNDS FROM MILITARY AID 


Senator Brincrs. Let us take, for example, this matter: What dis- 
position is made of counterpart funds derived from non-end items of 
a military nature? ‘For example, Britain recently got substantial 
amounts of machine tools. What happened to the pound sterling in 
counterpart ¢ 

Mr. Bissextx. Under the procedures in effect up to the end of fiscal 
year 1951, generally speaking, counterpart deposits were not required 
on such items when financed with military assistance funds. It is, 
however, our definite intention that in the future where, as you put 
it, nonmilitary items, as in that case—if there are cases where they 
are financed with military funds, that we would have a universal 
requirement for the deposit of counterpart. 

Senator Brinces. And you are proceeding to do that, and will do it 
under this bill? 

Mr. Bisset. Yes, sir; and we have so advised most of these govern- 
ments already. 

Senator Bringes. So there would be no more loopholes left? 

Mr. Bisseti. That is right. As a matter of fact, that action was 
taken some months ago as an executive action. 

Chairman McKetuar. Is there anything further? 

Senator Knowianp. Mr. Chairman, I am not sure if the record is 
clear enough, if this ends our hearings, as far as the economic aid in 
the Far East countries is concerned, or, for that matter, whether it is 
complete, as far as Europe is concerned; and if Mr. Bissell either has 
anything further to add or the record could be left open for a statement 
to be put into it so that the committee in reading this record would 
have a clear understanding of the necessity for it, I think that should 
be done. I think it should be completed. 

Chairman McKetrar. That will be done. 


TECHNICAL ASSISTANCE 


Mr. Bissett. Mr. Chairman, may I have the indulgence of the com- 
mittee for 1 minute at this point, and I would then like to put a state- 
ment in. I would like to read a statement with respect to Senator 
Knowland’s question concerning this program. It is only three sen- 
tences. Iam reading this, as it happens, from a letter, actually an air- 
gram, that came in within a few days from one of our missions. This 
was in no sense prepared here. This is from Indonesia: 

We should be training Indonesians who will carry Indonesian responsibili- 
ties or training Indonesians who will train more Indonesians or helping In- 
donesians plan their development or build national organizations that will 
carry out development projects. In this way our efforts are multiplied and 
responsibility for execution stays where it belongs, namely, with the country. 
Our commodities likewise should be used for demonstration and for strengthen- 


ing institutions, organizations, and government services in ways the local 
government cannot or will not yet do. ECA financing of commodities should 
never simply relieve the government of financial expenditures they would 
otherwise make themselves. 


This, I repeat, was sent in in no reference to these hearings or this 
presentation. It is from the man in charge of our mission. It hap- 
pens to be in one of the two countries where the issue raised this 
morning, Senator, is most acute. 
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I wanted to put it in the record because I think it does make clea 
that what we are trying to do with the limited commodities that are 
shipped, and with our technical services, is to build up government 
services and to start a series of projects and activities that we believe 
these governments will not start on their own initiative. 

I would like, Mr. Chairman, if I may, to amplify this and put in 
certain statistics that I think may be of interest to the committee, in 
our statement to be submitted. 

Chairman McKetiar. We would be glad to have it. 

(The statement referred to appears on pp. 180 to 183.) 


CHINA AID INCLUDES FORMOSA 


Senator Knowtanp. Mr. Chairman, while I realize that the ECA 
or military people are not responsible for a committee report of either 
House, I have noticed in several speeches and statements that have 
been made to committees—and I also notice in the report, and per- 
haps there was some help given in preparing the report—just take 
as an example title III, Asia and Pacific, they mention India, 
Pakistan, Afghanistan, Ceylon, Thailand, Burma, the Associated 
States of Indochina, Indonesia, Philippines, Formosa, and Korea. 
There is no country of Formosa. It is the Republic of China which 
is on Formosa. 

I did not know whether there was some policy developing which 
I do not think should be allowed to develop. The China Aid Act 
and everything else related to the general area of China, the Republic 
of China, the country to which we have diplomatic officials accredited 
is the Republic of China. They have representatives here and are 
a member of the Security Council, and I do not believe by indirec- 
tion it should be allowed to creep in here that there is some policy 
in refusing to use the name of the country of China. It is China and 
not Formosa. 

Mr. Bisserx. I understand. It was inadvertence. 

Chairman McKetuar. I am sure you will furnish all of the evidence 
about it, whatever it is. 

As I understand it, if it he uppene xd, it was a mistake. 

Mr. Bisseix. That is right. There was no policy intent whatever. 

Mr. Chairman, may I ask your indulgence also to submit one other 
statement for the record and the information of the committee mem- 
bers, bearing on our administrative budget. I think it is not necessary 
to take your time now, sir. 

Chairman McKeiiar. Sa iy it now. 


ADMINISTRATIVE EMPLOYEES 


Mr. Bissett. Mr. Chairman, I answered certain questions from 
Senator Bridges about the general size of our administrative budget. 
I want to have one fact about it made ve ry clear by us to all of you 
gentlemen. The fact is this: There is in the authorizing legislation a 
certain ambiguity about the meaning of the provision that the Mutual 
Security Agence y shall have no more than 90 percent of the number 
of employees that the ECA had on August 31. The ambiguity lies in 
this fact: We have interpreted that requirement to mean that the so- 
called Agency itself, the operating Agency, which will be under the 
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control of a Director in the Executive Office of the President, that 
Agency should be permitted to have up to 90 percent of the employees, 
and we have so budgeted. However, we are very clear, sir, that the 
law may have been ‘Intended to mean something else. It may have 
been intended to mean that the operating Agency and also including 
therein the coordinating staff, which w ill be a separate staff directly 
under the Director’s orders, that that staff, together with the Agency, 
should have a number of employees no greater than 90 percent of our 
employees on August 31. 

I want the committee to be aware, sir, that we have proceeded on the 
more liberal of those two interpretations. 

The committee should also learn, I think, gracefully from us, that 
in the conference where that provision was drafted, we understood 
that contrary views to the one I have just expressed were voiced by 
members of the conference; at least, some members of the conference 
believed that this restriction should be applied in the narrower 
interpretation. . 

Neverthe less, we have proceeded on the op posite assumption. T say 
this, sir, because I would not want members of the committee to believe 
we hade ngage «din any dece ‘ption or concealment of our pl Us. 

Chairman McKeiiar. There is no reason why you cannot say it. 
You have made that impression on me and other members of the com- 
mittee, that what you want to do is to state the honest and fair thing 
all the way along the line, and I want to commend you both very 
highly. 

Mr. Bisseui. Thank you, Mr. Chairman. 

General Otmsrep. Thank you. 


Chairman McKeuiar. I believe we have one more witness to hear 


tomorrow. We will recess at this time. 
(Whereupon, at 6: 10 p. m., Thursday, October 11, 1951, the hearing 
recessed until 12:30 p. m., Friday, October 12, 1951.) 
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